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CHAPTER I 


INTRODUCTION: SOME FEATURES OF THE SALES TAX 


We know it on the authority of those who have delved into these 
Role of sales tax matters that the sales tax was not unfamiliar to 
the people of ancient India and that it occasion¬ 
ally played a sinister part in the history of medieval Europe. 
While of interest to the research scholar, this information 
can be of little comfort, in today’s India, to the shopkeeper who 
has to pay the tax or the customer to whom he passes it on in 
turn. Indeed, few of our questions have evoked such enthusiastic 
assent as the one which seemed to suggest that the sales tax could 
perhaps be discarded from the tax system of the country; yet all we 
had done was to ask for comment on a proposition, not our own, 
that the sales tax served no purpose which could not equally be 
served by customs, excise and octroi. The State Governments did 
not share the zeal for abolishing the sal.es tax. They were clear about 
its distinctive role and emphatic that, in spite of its late arrival, it 
had come to stay in their budgets. No State had a sales tax before 
1938 . Today few are without it. Of a total revenue of about Rs. 500 
crores for all the States, the sales tax accounts for about Rs. 57 
crores. It is second in importance only to land revenue which yields 
^k°ut Rs. 75 crores. In some of the States—Bombay, Madras and 
West Bengal for example—it is more important than even land 
revenue. 


2 . If few taxes raise so much revenue, few too have raised so 

Parties affected by many problems as the sales tax. This is not 
the sales tax surprising. The sales tax impinges on a larger 

number of people and a larger number of inte¬ 
rests than most other taxes. First of all, there is the consumer: the 
buyer of taxable goods. In this capacity, most people are affected in¬ 
cluding those whose income levels are well below that which at¬ 
tracts income-tax. Secondly, since it is from the seller that it is 
collected, the tax is of direct concern to numerous dealers of different 
sorts and sizes and habitats—wholesaler and retailer: large, medium 
and small: urban and rural—though the actual composition of the 
dealers affected is of course different for different States. On indus¬ 
try too, that is to say, on manufacturers, processors and so forth, the 
sales tax has various repercussions. Finally, there are the State 
Governments; anxious to secure the optimum revenue from the tax, 
and confronted at the same time with large and growing evasion, 
these have to meet many difficulties of law and administration. Not 
least of the difficulties, and one which exists for trader and manu¬ 
facturer no less than for the State Governments and the Central 
Government, is the problem of co-ordination between the different 
States. This, in turn, is related to the framework within which the 
Constitution has decreed that the sales tax laws of the States shall 
operate. 

3 . We may dwell a little on the manner in which the parties just 
mentioned enter the picture of sales tax; we 
may also instance briefly some of the more 
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important aspects and problems which are present to the public 
mind. By and large, the revenue comes from the consumer. Some¬ 
times he is painfully aware, and sometimes is left to be painfully, 
curious, of what he pays as sales tax. The latter happens when the 
article has already borne the tax, perhaps at more than one of its 
successive sales, before he has had a chance of buying it. Occasion¬ 
ally, he demands to know whether all that is included as tax in the 
price he pays is in fact going to the coffers of the State: in other 
words, whether the dealer does not sometimes pocket the amount 
without passing it on to Government. There is also a different way 
in which the buyer enters the picture. This is when he evades the 
tax himself in concert with the dealer. While it is broadly true that, 
as the tax now operates, the burden of it is on the consumer, the 
task of complying with law and regulation falls to the lot of the 
dealer. A common problem is the complexity of the requirements 
placed on him. The small dealer, confronted with certain types of 
sales tax, finds these requirements particularly troublesome. Some¬ 
times the dealer complains that the sales tax is driving him out of 
business. This is especially so when he is one of many links fn the 
trade, the rate of the tax happens to be high, and the tax itself of 
a type which gets collected at every one of the links. For, in that 
case, though this does not always happen, some of the links may tend 
to be dispensed with by those who buy. From the point of view of 
industry, the main problem arises from the need to produce and sell 
at competitive prices. To the extent that the rates vary much be¬ 
tween different States—if raw material, for instance, is not taxed 
at all in one State, but is taxed high in another—this competition 
may be materially affected. Since the organised industries tend 
individually to be made up of different concerns specialising in 
different processes, the total might well turn out to be high of a tax 
that is collected at each of the stages. Also, many industries, espe¬ 
cially the bigger ones, are interested in buyers all over India; their 
special grievance is the lack of an all-India uniformity in rates and 
regulation. The State Governments face a problem of evasion which 
is seemingly intractable. The interests of States often clash and 
co-ordination, as we have pointed out, has become difficult. This in 
turn has mean.t new hardships for trade and industry. Often the 
problems are such that the Central Government have to intervene- 
but they have little power to do so effectively. Another difficulty 
arises from the ambiguities of the law and, not least, of the provisions 
of t}ie Constitution; thisnf course is being resolved by the courts; but 
judicial decision takes time and, often enough, judicial interpretation 
replaces one set of difficulties by another. 


4 . Some of these problems, especially those connected with inter- 

So g gc rthm s re g ard- trac * e ’ are such that it has occasionally 

tag tales tax been put forward as a solution that the sales tax 

o +ofoc A . s ii° ul 4 !>e removed from the purview of the 

States and placed in the Union List. Short of this somewhat drastic 

on°o+ f eme . die s are also suggested. For example, it is 
+ a - S j? tes should adopt a uniform multiple-point (‘multi- 
^ dlsa gT eement with this view, but with equal confi- 
dence, it is held m other quarters that no problem would arise if only 
the smgie-point tax was adopted by all State Governments. As an 

™ ? Ve f the sm § le -P° int tax is sometimes advocated what 

has come to be known as the double-point system; but there are 
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other schools of thought which regard that system as far too compli¬ 
cated. The extension of the ‘selective’ sales tax > has also its sup¬ 
porters. In the context of all-India co-ordination has been canvassed 
the device of a purchase tax. It is claimed in its favour that it would 
not only bring about a solution of most of the difficulties, but would 
do so within the framework of the existing Constitution; when an 
article passes the boundary between two States, more than one Gov¬ 
ernment are involved; but if State Governments, it is argued, will 
deal with their own traders who have purchased, and not with those 
of other States who have sold, the essentials of co-ordination will 
have been secured. 


5 . For a proper consideration of these and other suggestions, and 
of the problems which have occasioned them, 
fates t« P problems we have to try and understand what the main 


features of the sales tax are in the forms in 
which it now operates in various parts of the country. A brief des¬ 
cription of these aspects is attempted in the rest of this chapter. 
The next deals with the development of the sales tax: it seeks to 
describe and analyse the circumstances in which the sales tax has 
developed differently in different States. Partly connected with such 
development are the problems which have arisen in respect of the 
sales tax; some of these and the suggestions that have been made in 
respect of them are examined in Chapter III. The last two chapters 
of this section contain our conclusions and recommendations: 
Chapter IV is more specifically concerned with the Union and 
Chapter V with the States. 

6 . We 'have incidentally mentioned some of the terms used in 
Systems of sales tax describing the different systems of sales tax 
which prevail m India. Thus there are the 
selective sales tax, the multi-point tax, the single-point tax and the 
double-point tax. Also, there is the purchase tax as distinguished 
from the sales tax. In regard to these terms and certain others which 
will have to be used in describing the features of the sales tax or in 
discussing the specific problems connected with those features, a 
certain amount of clarification is necessary and it would be conve¬ 
nient to attempt it briefly at this stage before we proceed to a descrip¬ 
tion of the features themselves. 


7 . We may first try to distinguish between a sales tax and a pur- 
chase tax, remembering that both may be levied 
i h ' State ? under the power givet to them 
chase tax by the Constitution and that in either case it is 

only ‘goods’ that can be taxed and not, e.g., 
services’ such as a lawyer or a doctor, or, at lower levels, a gold¬ 
smith or a barber, may render. The States’ power to levy the sales 
and purchase taxes on goods is restricted in only one minor parti¬ 
cular by the Constitution. The restriction‘relates to newspapers; 
only the Union can tax the sale or purchase of newspapers. 


8 . The sales and purchase taxes, then, with which we are concern¬ 
ed are taxes on the sales and purchases of goods. Obviously, we 
shall not have progressed much towards a real distinction by making 
the proposition that a sales tax is a tax on a sale, whereas a purchase 
tax is a tax on a purchase; for, a transaction which involves a sale 
by somebody must also involve a purchase by somebody else. In 
other words, sale and purchase are merely different ways of looking 
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at the same transaction. But a proper distinction can be drawn 
between the two 'parties to it; one is the seller and the other the 
buyer. We may, therefore, say that the sales tax is a tax which, 
with reference to the transaction of sale-cum-purchase, is levied on 
the seller, whereas the purchase tax is a tax which, with reference 
to the same transaction, is levied on the buyer. Now, an important 
element in the system of sale-cum-purchase taxation throughout the 
world is that the dealer may enter the picture as either seller or 
buyer, whereas the non-dealer enters only as a buyer. In other words, 
there is invariably a definition of ‘dealer’ (though this may be quite 
comprehensive and, as we shall see, may include municipalities and 
Governments), and no tax is levied on the sales of persons other than 
dealers. Taken in conjunction with this fact, the working definition 
we have adopted implies that there can, on the dealer, be either a 
sales tax (when he sells) or a purchase tax (when he buys in order 
to sell), while on the consumer who is non-dealer there can only 
be a purchase tax. It would be broadly correct to say of the nomen¬ 
clature adopted in the sales tax systems of India that it adheres to 
this distinction between sales tax and purchase tax. When the tax 
is assessed on the turnover of the sales of a registered dealer, for 
example, and collected from that dealer, it is called a sales tax. If, 
on the other hand, it is assessed on the turnover of his purchases, and 
ignores whether he has sold what he has purchased, it is called a 
purchase tax. The point of purchase, like the point of sale, may 
arise at different stages. Thus, raw material may be bought by a 
manufacturer; the manufacturer’s goods may then be purchased by a 
concern engaged in the further processing of those goods; having pass¬ 
ed this stage, the article may then be bought by a wholesaler; and the 
further purchases may be first by the retailer and from him by the 
consumer. A similar chain of transactions, both sale and purchase, 
can be envisaged when the article is imported from abroad instead 
of being manufactured in India. As the goods and finished articles 
pass from the preliminary to the final stages, the number of pur¬ 
chasers at each stage usually keeps getting larger and larger; and 
when we come to the consumer, i.e., the last purchaser, we have not 
only a very numerous body of persons, but also one which is indeter¬ 
minate in the sense that it is very difficult to keep track of the persons 
and collect the tax from them. That is the reason why not only the 
sales tax but even the purchase tax tends to be levied on the dealer, 
including in that term the manufacturer and the processor, etc’ 
There is, however, one exception to this. Where the article bought 
is conspicuous and more or less readily traceable—a motor car for 
example—the purchase tax may, if necessary, be collected from the 
private buyer. As we shall see later, such a necessity has arisen in 
certain contexts and accordingly we do have a variety of purchase 
tax which is levied on the private individual who buys an article 
for his own use. Apart from this, the purchase tax is confined to 
the dealer and to the types of transactions we have mentioned, viz. 
purchase of raw material by a manufacturer, purchase of finished 
goods by a wholesaler and so on. Whenever it has been levied in 
preference to the sales tax or sometimes provided as an alternative 
to the sales tax—in the sense that Government levy either, but not 
both, at their choice—there have been specific reasons, usually admi¬ 
nistrative, for resorting to the purchase tax. Sometimes, as has been 
indicated, the purchase tax may be merely an additional safeguard; 
if a dealers records of sales are unsatisfactory, the accounts of his 
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purchases may be looked into and a purchase-tax levied' instead. In 
other contexts, the point of purchase may be inherently more conve¬ 
nient; thus a dealer in groundnut, who buys from farmers inside, 
and sells to manufacturers outside his State, can be taxed on his 
purchases; for it may be that the State Government find that his 
sales cannot be readily verified, because the buyers are not within 
the State; at the same time, the State Government are likely to find 
it most unsuitable to collect the same revenue in the form of a sales 


tax levied on the large number of cultivators who have sold to the 
groundnut dealer. It is necessary to keep some of these considera¬ 
tions in view as illustrating the distinction between the sales tax and 
the purchase tax. That distinction, as it has arisen in the actual 
administration of these taxes, is more than the formal or logical one 
that the sales tax is on the seller and the purchase tax on the buyer; 
it is in a very practical sense connected with a variety of administra¬ 
tive considerations arising in the process of levy and collection of the 
tax. It may be added that there are certain forms of sales tax which 


are very near in content to purchase tax but which should neverthe¬ 
less be distinguished from the latter. Thus, sales tax, while levied 
on the sales, is sometimes related to the turnover of purchases; this 
happens when the accounts of purchases are normally maintained in 
sufficient detail, but not those of sales to the same extent, as in the 
case of small restaurants. In some States, a dealer of this kind is 
required to show the accounts of his purchases, and the turnover of 
sales is deduced from these accounts; the tax on them is not, there¬ 
fore, purchase tax properly so called. 

9 . We have used the word ‘turnover’ in the context of both sale 

_ . , and purchase. Sometimes the term ‘turnover 

Sfd e selective 8 salef i |. u f d to describe the sales tax in some of 

tax the States m India. This, however, has no 

. specific significance, i.e., there are no special 

characteristics of a turnover tax which, with reference to the systems 
which have developed in India, serve to distinguish this from the 
sales tax on the one hand or the purchase tax on the other. In so 
far as a turnover tax implies that the tax is collected not on each 
sale but on the aggregate of sales, i.e., turnover, it is merely descrip¬ 
tive of a practice which, for. convenience, State Governments have 
had to adopt in this country. But what is sometimes emphasised by 
the use of the word ‘turnover tax’ is that the sales tax concerned is 


of a ‘general’ type, i.e., the tax is collected on the sales of the gene¬ 
rality of goods passing through a dealer and therefore on what may 
broadly be termed his turnover. The distinction here is between a 


tax on selected goods and 'one on the large majority of the goods 
sold by the dealer. This distinction, however, is best conveyed by 
another term which has come to be used, viz., the ‘general sales tax’. 
Where, on the contrary, only selected goods are brought under the 
sales tax legislation of a State, we may describe the system as the 
‘selective sales tax’. 


10 . Omitting further reference at this stage to the purchase tax 
and the selective sales tax, both of which are in 
Multi-point and practice of restricted importance, we may now 

single-point sales turn j. Q a consideration of the general sales tax. 

This has two main varieties: the multi-point and 
the single-point. There is also the double-point tax, but this may be 
regarded as a sub-variety of the single-point system. An important 
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distinction, in conception and design, between the multi-point system 
and the single-point system is that the latter seeks to ensure as far 
as possible that not more than a specific amount of tax gets added 
to the price at which the article is sold to the consumer; in other 
words, that the total tax charged in the passage of the article from 
the first dealer to the last in what may be a whole chain of dealers 
is not left to be decided by the indeterminate number of links which 
may exist in the chain, but is collected at only one of the number of 
sales which may be involved. The double-point system is also 
designed to keep control over the total amount of tax which may 
have been added; but in it the tax may be collected at two points 
instead of one, i.e., on two different sales of two dealers through 
whom the article has passed to the consumer. The importance of 
restricting the total tax element to a predetermined amount, or 
approximately that amount, arises from the fact that the single-point 
tax and the double-point tax are usually levied at relatively high 
rates. As we shall see later, the same consideration also leads to 
a large number of exemptions—especially of essential articles like 
foodgrains and cheap cloth—in these systems. As broadly descrip¬ 
tive of both the single-point tax and the double-point tax, we may 
use the terms ‘incidence-controlled’ system, though of course the 
description would be more applicable to the fiscal design of the sys¬ 
tem than to the economic facts of its actual working. 

11 . The multi-point system differs from both single-point and 
double-point in that it is not incidence-controlled in either structure 
or purpose. The rate is relatively low and the exemptions few. The 
accounts which the dealer has to keep are less complex than under 
the other system. This follows from the fact that the incidence- 
controlled system is so designed as to take account, at every stage, 
of whether the tax was paid at a previous stage or is going to be paid 
at a later stage. It is obviously a factor making for simplicity to tax 
each transaction by itself instead of troubling to provide for it as one 
of a series which it very often is. This will be clearer if we turn to 
the features of mechanism, including registration, associated with 
the single-point tax and the multi-point tax. 


12 . It is clear that a system of registration is necessary in either 

„ . f instance. The dealers from whom the tax is to 

defies be collected are numerous and widely spread. 

Administratively, it would be both costly and 
difficult to seek to collect the tax from all dealers, big, medium and 
small, urban and rural. Hence the need for ‘registering’ those from 
whom the tax is to be collected. 

13 . If it can be assumed that, of the kinds of articles on which 

the * tax is proposed to be collected, all or practi- 

registration ca % a11 ? ass at one sta g e or another through a 

class of dealers defined in relation to their turn¬ 
over of business, then it would suffice if the tax is collected from 
this class of dealers alone. These would be the registered dealers. 
Unregistered dealers would of course also sell, and often they would 
sell direct to the consumer, but on the assumption made in regard to 
the relevant kinds of articles, they would buy their requirements 
from one or more registered dealers and pay the tax as part of the 
price in the process of buying. On the other hand, they might buy 
from other unregistered dealers and sell direct to the consumers 
but, again on the assumption made, the articles so bought and sold 
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Would be relatively unimportant and therefore deliberately left out 
of the purview of the system. If then the registered dealers are asked 
to keep accounts of what they have sold to other registered dealers, 
they can be exempted from the tax so far as these particular trans¬ 
actions are concerned; in other words, they would pay the tax on 
only such transactions as represent sales to unregistered dealers and. 
consumers. This process of exempting a specific type of turnover, 
viz., that which is related to sales to other registered dealers, can be 
repeated all along the chain, so that ultimately only that registered 
dealer pays the tax who has sold the article to an unregistered 1 dealer 
or a consumer. To put it differently, a sector of dealers (consisting 
of registered dealers) is defined and brought into being for the pur¬ 
pose of operating the tax, and the tax is collected at only one point, 
viz., the point at which the article leaves this sector. The control of 
this point of exit for the purpose of the tax levy is the essence of the 
single-point sales tax. 


Double-point levy 
of sales tax 


14 . But there is also the point of entry into the sector; this is the 

, , point at which the article is bought for the first 

th^point of entr^ time a registered dealer from an unregistered 

dealer or from a person who is not a dealer at 
all. If, in a system of purchase tax, as distinguished from the sales 
tax, the tax is levied at this point of entry, we would have, instead 
of a single-point sales tax, a single-point purchase tax. In this in- 
stance, the extent of turnover would be the turnover of purchase 
and not the turnover of sale. In other words, every registered dealer 
would be exempt from tax on those transactions which he shows 
to be purchases from other registered dealers. The first registered 
dealer who has purchased pays the tax on the relevant turnover and 
no one else does at any point in the passage of the article to unregis¬ 
tered dealer or consumer. " 

15 . Given a registered sector of dealers and the maintenance of 
the requisite accounts by every one within the 
sector, it will be seen that it is also possible to 

. ., . . „ . tevy the , tax not only at the point of exit or 

at the point of entry, but at both points. The essence of the double¬ 
point tax is a levy of this kind. The total tax which Government 
intend to levy on a particular article is split up between the two 
points; a specified amount is collected, at the point of entry, from the 
registered dealer who has first purchased the article, the tax itself 
being levied with reference to his subsequent sale of that article- and 
another specified amount is collected, at the point of exit from the 
sector, from another registered dealer, viz., the one who has last sold 
the article. This system too would be incidence-controlled, but with 
one minor qualification. The first tax, the one levied at the point of 
entry into the sector, would get added to the sale price at that stage- 
the second tax, therefore, would be assessed on a sale price which al¬ 
ready included a sales tax and, to that extent, the tax element would 
be very slightly higher than the arithmetical sum of the two rates 
that have been charged at the two stages. 

16 . It is clear that in an incidence-controlled system, whether 
single-point or double-point, an important requi¬ 
site is that the class of dealer registered should 
be able to maintain the necessary accounts. 

.. _ Assuming that the turnover limit for remstra- 

ppn so fixed a s . broadly to ensure this requirement, it may 


Main features of a 
single-point sales 
tax 
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accounts of sales of articles which are exempted from the tax alto¬ 
gether, even if such articles are fairly numerous. We have already 
said that, because of the relatively high rate'which is characteristic 
of the incidence-controlled system, a number of articles, especially 
the more essential ones, are usually exempted under that system. 
This again is a feature which distinguishes the system from the 
multi-point tax. 


17 . In terms of comparison with the incidence-controlled system, 

„ . , „ f . the essence of the multi-point system is the 
muld-pofm reS “sales absence of a defined sector with reference to 
tax P which it is sought to be ensured that the tax 

borne is not dependent on the total number of 
times the article has changed hands within that sector. The dealers 
ara *? c 9 u rse registered, but each pays the tax irrespective of 
whether it is also collected from a preceding or succeeding dealer 
in the particular chain of transactions. This, as we have said 
makes for relative simplicity of accounts; the same considera¬ 
tion is reflected m the fewer exemptions granted under the 

III ]?£?’ ^ nd anotbe 5. routed feature is that the dealers who are 
registered are relatively more numerous than under the other 
system. In other words, the turnover limit for purpose of registra¬ 
nt IS ° W f l han f ?f. the si ugle-point or the double-point, 
l^ast, but not least the multi-point rate is substantially lower than 
that under the incidence-controlled system. 

18 . We have, for convenience of exposition, started with the 

Reasons for adopting £ atu , res of the two systems and argued back to 
multiple-point sales class of dealers, coverage of exemptions and 
tax rate of tax, but another, and in point of sequence 

... , . more appropriate, way of explaining this rela¬ 

tionship is to say that the multi-point system is occasioned by a 
decision of Government (1) to make the tax applicable to the majo¬ 
rity of articles of consumption (including those which mav be rela 
hvely essential); (2) to levy it on a large number of dealers (Sg 

Sa?Tis a not S a £ f at the same time (3) to ley y 50 low Yrato 
tnat it is not a matter of serious consequence that the tax is naid 

several times over on the same article or that it is also levied on the 

=^t rtlCleS .- + A1 J th .o features of the multi-point system are then 
seen to be consistent with the intention and the design. 

. On the other hand, the single-point tax may be said to follow 
Reasons for adopting i™? 1 f decision of the following nature on the 
single-point sales P a . r , °f Government: (1) to make the tax appli- 
ta * cabl< r t0 a large variety, but not the majority; of 

dealpr<? nn tho , j erticles; (2) to levy it on a limited number of 

are sic’h as wfll assum P tlo + n that the articles in question 

are sucfl as will by and large pass, at one stage or another thrniKjh 

the Wed but defined sector of tax-paying S dL“and ( 31 to 
pitch the tax at a relatively high rate, ensure that it does not have 
to be paid twice over and, further, since some of the articles sold 
by these dealers cannot well be taxed at that rate because of their 

ly STange of%SLpta‘ s °' d0 C ° nSUmer ’ pr0vide lor an 
20. Having considered briefly some of the features which dis- 

tmguish the sales tax from the purchase tax 
system 9 nnf J ±e ™ m varieties of the sales tax from 

on , e . an °ther, we may pass on to certain matters 
. which are common to all these. Some of the 
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items we have in mind are intimately connected with legal defini¬ 
tion and interpretation, while some are inherent in the administra¬ 
tion of the tax. We have, for example, used the terms ‘sale’, 
‘goods’ and ‘dealer’; these may be examined in more detail, as also 
the limit of turnover which constitutes for different classes of deal¬ 
ers the criterion on which registration is imposed as a legal obliga¬ 
tion. Other topics to be considered are the rates of tax and the 
relation of these to different categories of articles; the total exemp¬ 
tions from the tax as these arise in various degrees and for different 
reasons; and, finally, certain aspects of assessment, collection and 
appeal, and of administration generally. In many of these features, 
as we have already indicated, there is considerable difference be¬ 
tween the systems of different States. ' For a State-wise account of 
the main features, reference is invited to Appendix A. No des¬ 
cription of the systems of individual States will be given in the fol¬ 
lowing paragraphs, except for illustrative purposes. 


21 . The layman who asks: “What is- a sale?” would not have to 

Meanineof‘sale’ £° without an answer; he would find plenty of 

got sale repUes . n the reported judgments of courts of 

law; and he would not be a layman if, piecing them to¬ 
gether, he .was able to say when, where and how a sale becomes a 
sale which a sales tax may tax. Unable to avoid some reference to 
this highly technical matter, we propose to pursue the path of 
caution by leaving the position to be explained by extracts from 
authoritative judgments. The two we select have the virtue of 
being lucid. One is from a judgment of the Madras High Court*. 
The other and much shorter extract is from a judgment of the 
Supreme Court of Indiaf. Either judgment of course like the judg¬ 
ments of all courts, is concerned not with expounding the subject as 
a whole, but only with those aspects of it which are relevant for a 
decision on the matter specifically before the Court. 


22 . The Madras High Court says: “The word ‘sale’ has both a 
legal and a popular sense. In the legal sense, it imports passing of 
property in the goods. In its popular sense, it signifies the transac¬ 
tion which results in the passing of property. If one leaves 

out of account sales tax legislation which is of comparatively recent 
origin, questions relating to sale of goods usually come to courts 
only in connection with disputes between sellers and purchasers.. 
...... For deciding these and similar questions, it is necessary to 

determine at what point of time the property in goods passed to the 
purchaser. Sometimes when the point for determination is as to 
jurisdiction of court to entertain suits based on contract it may be 
material to consider where property in the goods passed, that being 
part of the cause of action. These being the questions which are 
accustomed to be debated in connection with the sale of goods it is 
natural that a lawyer should, as a matter of first impression ap- 
proachdhe question of sale under the Sales Tax Act with the same 
concept of a sale. But if the matter is further considered, it will 
be seen that considerations which arise under the Sales,Tax Act are 
aitogether different from those which arise under the Sale of Goods 

^nd a°^ J a eCt -° f the SaIes J ax Act . is to impose a tax on all sales 
and it is a tax imposed on the occasion of sale.So far as 

♦Popatlal Shah vs. State of Madras, August 1952. 


fState of Travancore-Cochin and Ors. vs. 

Ors,, October 1952. 


The Bombay Co. Ltd., 


Alieppy and 
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the Government is concerned, it will be immaterial at what point 
of time property in the goods actually passed from the seller to the 
buyer. Of course, there must be a completed sale before tax can be 
levied, and there would be a completed sale only when property 
passes.But when once there is a completed sale, the ques¬ 

tion when property passed in the goods would be a matter of no 
concern or consequence for the purposes of the. Sales Tax Act. The 
Government is interested only in collecting tax due in respect of 
the sale and the only fact which it has to satisfy itself is whether 

the sale took place within the Province of Madras. In this sense, 

the popular meaning of the word is the more natural one, and there 
is good reason for accepting it.” 

23 . We cite the following observations of the Supreme Court 
merely to emphasise the point that much judicial ground has ap¬ 
parently yet to be covered before we shall know all the implications 
of sale for the purposes of the sales tax: — 

“In the foregoing discussion, we have assumed that the word 
‘sale’ used in the Constitution has the same meaning as in 
the law relating to the Sale of Goods, but it has been 

suggested in the course of the argument that it imports 

a wider concept than the passing of title from the seller 
to the buyer which, under that law, is determined by 
highly technical rules based upon the presumed intention 
of the parties and liable to be displaced by their express¬ 
ed intention. We leave the point open as it is unneces¬ 
sary for the purpose of these appeals to pronounce any 
opinion upon it.” 

24 . The actual meaning attached to the word ‘sale’ in the Acts of 
different States may now be illustrated. In Madras, Mysore, Tra- 
vancore-Cochin and Hyderabad, sale means transfer of property in 
the course of trade or business. By implication, all other sales are 
excluded. Casual sales by individuals, sales of food by hostels 
attached to educational institutions, sales of old furniture, for 
example, by firms not dealing in furniture and so on are, therefore, 
not liable for the tax in these States. The States of Bengal and 
Delhi define sale as transfer of property in goods for money consi¬ 
deration, which accordingly excludes transfers for other considera¬ 
tion like exchange or barter. According to the Acts of certain 
States, the sale is deemed to have taken place in the territory of the 
State, if at the time when the contract of sale or purchase 'was 
made, the goods were actually in those States. In certain States 
the transfer of property in goods supplied in the execution of a 
contract is also included in the definition of sale. 


25 . The term ‘goods’ has usually been defined to include only 
Definition of ‘goods- movable property other than actionable claims, 
stocks, shares and securities. In some States 
the term includes growing crops, grass, trees and other objects 
which are attached to the earth, but are to be separated from it under 
the terms of the contract. 


26 . A ‘dealer’ is defined in most Acts as a person who carries on 
Definition of‘dealer’ j^ e business of selling or supplying goods in 
the State concerned. A co-operative society or 
a club or an association which sells goods to its members is also 
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treated as a dealer. Under some of the Acts, a municipality or a 
State Government carrying on the business of selling or supplying 
goods come within the definition of dealer; in certain others, both 
the State and Central Governments are excluded. The legislation 
of certain States purports to include within the term dealer all 
persons of that category, irrespective of their residing in other 
States, provided only they sell or supply goods to persons resident 
in the territory of the State concerned. A more restrictive provi¬ 
sion appears in the Acts of other States; thus, it is the resident agent 
or manager of a non-resident dealer, and not the non-resident deal¬ 
er himself, that comes within the purview of the term dealer as 
defined in these Acts. 


27 . The liability of a dealer is fixed on his ‘turnover’ or the 

rr< . aggregate amount of the sale prices of his goods. 

ilgarnTSnlSthTr^' f aLe P rice J, s the amount of value or considera- 
for tax liability non payable to a dealer for the sale of any 

, , goods, including any sum charged for anything 

done by the dealer in respect of those goods at the time of or 
before that sale. It, however, excludes the amount of discount 
allowed as a matter of trade practice; it also excludes the cost 
of freight or delivery and the cost of installation, when such costs 
are separately shown. Different limits of actual turnover are 
laid down in different States for -fixing the liability of dealers to 
pay the sales tax. Usually, there are two distinct limits, one for 
importers and manufacturers and the other for all other dealers. 
A relatively low limit of turnover for registration of importers and 
manufacturers has been found necessary in actual practice The 
points of manufacture in the particular State, as well as of import 
into the State either from abroad or from other States, are obvious¬ 
ly of strategic importance in that it is from these points that the 
trade channels of that State commence and broaden out in their 
flow to the ultimate consumer. Hence the importance of ensuring 
that too many points are not left out at the stages of import and 
manufacture. Thus, unless the limit for registration was adequate- 
ly iow the unregistered—and therefore non-taxpaying—importer 
would tend to spring up in larger numbers to the detriment of the 
registered importer as well as. of the revenues of the State Small 
manufacturers can of course be ignored if the goods they produce 
happen to be non-taxable, i.e., ‘exempted’, but where a large number 
of f ian w acturer f together account for a significant proportion 

aai ^etaxabie variety of goods, it is of obvious importance that, 
along with the bigger manufacturers of the same kind of goods 
they too should be brought within the system of registration. It is 
or reasons such as these that the limit for importers and manu- 
facturers is nowhere more than Rs. 10 , 000 ; it is Rs. 5,000 in certain 
States (e.g., Madhya Pradesh and Madhya Bharat).' The limit for 

cnn tegori A eS of dealers va ries very considerably. Thus it is 
Rs. 7,500 in Assam and Hyderabad; Rs. 10,000 in Madras Mysore 
Orissa and Travancore-Cochin; Rs. 15,000 in Uttar Pradesh and 

in 1 Bengal a^d Punjab ° mbay ^ Madhya Pradesh ; and Rs. 50.000 

28 . Certain sales, then, are excluded from the purview of the tav 

„o. U.M, „ r r k * S 

tax definition adopted of sale, but as a result of 

other specific provisions in the Acts. Before 
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passing on to the category of exemptions, we may enumerate the 
categories of sales thus excluded: — 

(1) sales not in the course of trade or business; 

(2) sales for other than money as consideration; 

( 3 ) sales of immovable property; 

( 4 ) sales of actionable claims, stocks, shares or securities; 

( 5 ) sale of agricultural produce grown by the cultivator him¬ 
self or on land owned by him; and 

(6) sales by dealers whose annual turnover is below the tax¬ 
able quantum. 

Many of these exclusions are dictated by administrative considera¬ 
tions. For example, sales by agriculturists and sales by dealers 
with low turnovers are excluded for the reason that it would be 
both difficult and costly to collect the tax from them, besides in¬ 
volving harassment to a large number of small people. 

29 . Specific exemptions are granted from the levies of sales tax 
Exemptions either under Schedules to the Acts or by Gov- 

p ernment notification. The exemptions may be 

regarded as of four categories: (i) certain goods which are treated 
as ‘essential’ for various reasons (including goods which enter subs¬ 
tantially into the cost of living of the working class, the lower 
middle class, etc.); (ii) goods which are already taxed appreciably 
under other laws; (iii) products of certain cottage and village 
industries; and (iv) other goods. To the first category belong the 
exemptions granted in respect of one or more of the following in 
various States: foodgrains, milk, fresh vegetables, fresh fruits, salt, 
gur, edible oils and oilseeds, kerosene, matches and cheap cloth. 
The second category includes petrol, electricity, tobacco, etc., in the 
particular instances in which it happens that these are liable to 
other and substantial levies of the State Government. Thus, 
electricity duty and selective sales tax on petrol imposed by separate 
enactment are both specifically excluded from general sales tax. 
Exemptions of khaddar, handloom cloth, hand-made paper, ghani 
oil, hides and skins, cotton yarn, etc., are granted as part of the 
encouragement accorded by different State Governments to cottage 
and village industries. The other miscellaneous exemptions in¬ 
clude articles like text-books, sacred books, agricultural implements 
worked by hand, cattle foods, fertilisers, manure, certain medicines, 
etc. The list of exemptions varies from State to State. As already 
pointed out, it is larger in the single-point States than in the multi¬ 
point ones. Madras has the shortest list, the only articles exempted 
being salt, handloom yarn and khaddar; while Saurashtra has the 
longest, comprising more than 60 articles. Besides sales of goods, 
sales to or by certain institutions, associations or Government De¬ 
partments are exempted in different States. These sometimes in¬ 
clude sales to co-operative and other institutions producing or 
marketing cottage industry products, sales by the canteen stores of 
the Defence Department, etc. Apart from these outright exemptions, 
there are instances of articles on which lower or concessional duties 
are charged. For example, in Madras, by way of exception to its 
multi-point levy, cotton yarn is taxed at only one stage of sale at 
half per cent., bullion and specie at one stage at quarter per cent, and 
hides and skins and cotton at one stage at the ordinary rate. Vege¬ 
tables, fruits, flowers, fish and meat are taxed at slab rates up to 
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turnovers not exceeding Rs. 20 , 000 . Mysore and Travancore-Cochin 
have more or less similar concessional rates for these and a few more 
goods. Uttar Pradesh exempts the sales of raw hides and skins, 
hukkah tobacco, shellac and sann hemp on payment of fees at the rate 
of four annas per Rs. 100 subject to a maximum of Rs. 1,000 and levies 
the tax at only one point (sale by importer or manufacturer) on 
edible and non-edible oils and on tanned leather. In Hyderabad, 
fruits, books and cotton yarn are taxed at only one stage, i.e., first 
sale in the State. 


30 . So far as the single-point States are concerned, Orissa levies 
a tax of only quarter of an anna on sales of matches and cotton yarn 
against the general rate of three-quarters of an anna per rupee. 
Bihar levies a three-pies tax on edible oilseeds and oils, cotton cloth, 
all cereals and pulses, bread, flour, bullion and specie, while the 
general rate is six pies per rupee. In Madhya Pradesh, vegetable 
oils are charged at a lower rate while in Saurashtra bullion and 
specie are subject to a tax of quarter per cent. In Bombay, cotton, 
oilseeds, art silk yarn, woollen yarn, hides and skins, are charged 
only to the last point tax at a lower rate (one per cent.) for cotton 
and three pies per rupee for others (against the general rate of six 
pies), while bullion and specie are charged at quarter per cent, at the 
first point and quarter per cent, at the last point. As already stated, 
exemptions are fewer in multi-point States: even foodgrains are not 
exempt in certain instances. The general argument advanced in 
support of this policy is that so far as the rural population are con¬ 
cerned, they, in many instances, consume their own produce and 
to that extent, their cost of living is not unduly affected by the levy 
of tax on essential commodities; it is added that it becomes neces¬ 
sary to tax certain exportable articles and raw materials at conces¬ 
sional rates in order to ensure that the competitive capacity of the 
trade and industry of a State is not unduly handicapped. The high 
rate of tax in a single-point system necessitates, as we have said a 
larger number of exemptions in order that trade, industry and the 
poorer classes of consumers are not burdened with too heavy an 
incidence. Most of the essential commodities and raw materials 
are as a rule, completely exempted under a single-point tax, in a few 
States, a lower rate is imposed on such articles 


31 . Just as certain essential commodities and raw materials are 
Higher tax on either exempted completely or taxed at a lower 
‘luxury goods’ rate, there are certain types of goods, generally 

consumed by the relatively well-to-do classes 
rLr h « h l 118 * 161 rates ° f faxes are levied in a number of States.’ 
These goods are sometimes called ‘luxury goods’, though not all of 
them can be properly deemed to be articles of luxury. The schedule 
of these special goods differs from State to State. The articles com¬ 
mon to most schedules are:— om 


(i) motor vehicles and their accessories; 

(ii) refrigerators and air conditioning plants; 

(iii) wireless reception sets, radios, gramophones, etc.; 

(iv) cinematographic, photographic and other cameras and 
accessories; 

(v) electrical goods, instruments, etc.; 

(vi) fountain pens, pencils of costly types; 
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(vii) clocks, time-pieces, watches and parts thereof; 

(viii) upholstered furniture, iron and steel safes, almirahs and 
furniture; 

(ix) arms and ammunitions; and 

(x) perfumery, cosmetics, vanity bags, furs. 

Bombay has the largest list of such articles, while Madras has the 
smallest. The rates of tax vary from nine pies to twenty-four pies. 
In the multi-point States, the higher rate is levied at the first stage 
of sales in addition to the ordinary rate of tax, while in the single¬ 
point States, the tax itself is collected at a higher rate and as an 
additional levy. 


32. Every registered dealer is liable to the sales tax. The pay- 

0 , ment.of tax is, however, limited to the amount 

t of tax on his turnover of goods in respect of 
p y ax sales which do not fall within the scope of the 

exemptions and exclusions. Therefore, while submitting returns of 
his turnover, the dealer computes the tax payable by him by deduct¬ 
ing from his gross turnover, the turnover in respect of exempted and 
excluded sales. This amount has to be paid into a Government 
treasury and the receipt sent along with the return of turnover. 
These returns have to be submitted periodically, every quarter in 
most States, half-yearly in some and monthly in a few. It is open to 
the dealer, if he discovers any error or omission in the return sub¬ 
mitted by him, to inform the Sales Tax Authorities and submit a 
revised return. 

33. The year of assessment is usually the financial year, though 

in some States it is the accounting year accord- 
in to the trade Practice observed by the dealers 
g ' concerned. Normally, the assessment is made 

for the whole year. Shorter periods of assessments are, however, 
prescribed in a few States for classes of dealers who it is thought 
are likely to evade the tax. Where the Sales Tax Authorities are 
satisfied about the correctness and completeness of the returns 
furnished by the dealer, the assessment is made on the basis of the 
returns. Where the returns have not been furnished or where the 
Sales Tax Officer is not satisfied with the correctness of the re¬ 
turn that has been furnished, he can assess the dealers, after issuing 
due notices to them, to the best of his judgment. A similar proce¬ 
dure is adopted in respect of dealers who have wilfully avoided 
registration and failed to submit returns. In such assessments, the 
Sales Tax Officer calls for books of accounts and other documents 
to help him in making an assessment as nearly conforming to facts as 
possible. But if the books of accounts are not maintained, or are 
maintained incompletely or fraudulently, the Officer has no other 
alternative but to assess the tax payable on the basis of such evi¬ 
dence as is available to him, e.g., previous assessments, the dealer’s 
status, his reputed financial circumstances, sales made to him 
by other dealers, etc. The same procedure is followed with 
respect to dealers who are liable to the tax but have evaded regis¬ 
tration and, consequently, the submission of returns. Where this 
occurs, penalties are imposed in addition to the assessment made 
according to the best of the Sales Tax Officer’s judgment. The 
difference between the tax paid by the dealer and the tax assessed 
by the Sales Tax Officer is thereafter adjusted, Where additional 
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tax is recoverable, notice is sent to the dealer to pay the amount 
within a prescribed period. If the dealer has paid more tax than 
was due, a refund is granted or the excess is permitted to be adjust¬ 
ed against future payments. In regard to the inspection of the 
dealer s books, the Sales Tax Officers have, in most States, 
powers of entering into and searching the premises of the dealers, 
their godowns, etc., and also the power to seize and detain books of 
accounts, documents, goods, etc., relevant to their enquiry. Similar¬ 
ly! the. ~utes Tax Authorities have the power to re-open assess¬ 
ments, if fresh information involving suppression of sales, fraudulent 
practices, under-estimation, etc., becomes available to them. For 
dealing with the assessment of small traders who find it difficult to 
maintain elaborate accounts, several States provide a scheme of 
composition under which the amount of the tax is determined on the 
basis of taxable purchases: a specified percentage is added to these 
as assumed margin of profit, and the resultant figure is treated as 
the turnover of taxable sales. a as 

34. Against the assessment orders (or in some States, against 

Anneals and 5 ny -i or , der of , the Ass essing Authority), the 

Visions dealers have the right to appeal to, or of seeking 

o + . . . . revision by, the higher authorities. In some 

States, semi-judicial institutions like Appellate Tribunals consisting 

ai^fup eI T den L and ex ^, erien 1 ced Persons, are established to hear final 
fPP- 1S ' ^kerS’ either the Boards of Revenue or authorities like 
the Financial Commissioners are the final appellate authority. A 
reference can be made either by the dealers concerned or bv the 
A^essmg Authority to the Higt/Court on any poSt of law 
from the orders of the revising or appellate authorities. The appeals 
or applications for revision have to be made within the prescribed 
*55? tt nd have ° j 5 ? accompanied by satisfactory proofs of having 
admt+tid °i taxes ® s assessed (or, in some States, the amount 

a«i^oolri d b l- t ^ e dea J er himself or a certain percentage of the tax 
afoff Sed ’ whichever is greater). Powers of revision of orders of 
assessment, review and rectification of mistakes are given to the 
Auth ° ntles , m most States. Whatever information comes 

the P° saession of the Sales Tax Authorities in the course of 
“““V* an y, dealer is to be treated as confidential and cannot 
^nnnlipH 0; f ed t^ XC T ept f ° r P ur P° ses of criminal prosecution or for being 
supphed to the Income-tax Authorities, or to other Sales Tax Autho¬ 
rities, m furtherance of proper collection of taxes. 

OH™ der ,he difleren ‘ State Sales Tax 

sales tax laws 

(i) business without being registered (or with- 

ut being licensed where licence is necessary)* 

00 2?i f ?/ nis ^. g ret urns within the prescribed time, or wil¬ 
fully furnishing wrong and false returns; 

(iii) not paying the tax when due; 

<iV> dealer representing oneself as a registered (or licensed) 

(v) knowingly producing incorrect accounts, documents etc 
or furnishing incorrect information; ' ’ 

(V1) s “ ng an officer in making inspection, search or 
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(vii) aiding or abetting any person in the commission of any 
of the above offences. 

These offences are punishable with fine and in some States with 
imprisonment. Most of the States however provide for composi¬ 
tion of these offences by payment of prescribed amounts. 


Administration of 
sales tax 


36. The administration of the sales tax is in most States in the 
hands of a department separately constituted 
for that purpose. Sometimes, only the main 
function of the department is related to sales 

tax and it is entrusted in addition with the collection also of taxes 
like agricultural income-tax, entertainment tax, tax on motor spirit, 
etc. Below the Head of the Department who is called Commissioner 
or Collector of Sales Tax, Commissioner of Commercial Taxes, etc., 
there are Deputy or Assistant Commissioners etc. and Sales Tax (or 
Commercial Tax) Officers. In most States, the assessment is done by 
officers of gazetted or senior rank, while in a few States it is entrusted 
to subordinate and non-gazetted executive staff. The assessing 
authorities are kept distinct from the appellate authorities in most 
States; in some, however, the two functions are combined at the 
higher levels. In a few States, e.g., in Bombay and Saurashtra, there 
are Advisory Committees consisting of representatives of trade and 
industry who serve to effect as a liaison between the administration 
and the tax-payers by bringing to the notice of the former grievances 
and hardships of a general nature. 

37. We may conclude these observations on the features of the 

Importance of sales “ }“&* an „ d its . administration by drawing 
tax as a source of attention again to an aspect which we mention- 
revenue ed at the outset, viz., the importance of the 

_ . . tax as a source of revenue for the States. All 

Part A States now levy the tax; so do all Part B States with the 
exception of Rajasthan which, however, has recently passed legis- 
latmn to introduce the tax; and among Part C States, Delhi, 
Vindhya Pradesh and Manipur already lew the tax. Taking all 
the States together, the total revenue from the sales tax estimated 
tor the budgets of 1954-55 is over Rs. 57 crores. The figures for in¬ 
dividual States are given below: — 

Table 1 . — Receipts from sales tax 

(In crores of Rupees) 
1954-55 


A States 

(Budget Estimates) 

Andhra 

1.. 315 

Assam 

0-72 

Bihar 

2-72 

Bombay 

16 61 

Madhya Pradesh 

1 95 

Madras 

9-50 

Orissa 
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Table 1. — Receipts from sales tax — contd. 


Punjab ... 2-14 

Uttar Pradesh ... 5-25 

West Bengal . 4-60 


Total for Part A States . . 47 94 


Part B States 

Hyderabad ... 2 00 

Madhya Bharat ... 1-40 

Mysore ... 1-57 

PEPSU o-47 

Saurashtra ... o-70 

Travancore-Cochin ... 2 05 


Total for Part B States ... 8-19 


Part C States 

Delhi ... M2 

Vindhva Pradesh ... 0 18 

Manipur ... q-02 


Total for Part C States ... 1-32 


Total for all States ... 57-45 






CHAPTER II 

THE DEVELOPMENT OF THE SALES TAX 

We have considered briefly some of the main features of the 
sales tax as it operates in different States in India. Why is it that 
the tax is not uniform, and that in design, no less than in detail, 
there is so much difference from State to State? Part of the ex¬ 
planation may be found in the fact that many of the States are 
newcomers to this field of taxation still engaged in experimenta¬ 
tion on different kinds of sales tax to suit different conditions. 
The chronology of development is not without significance, especi¬ 
ally if we remember that the existence of an older system, already 
tried in an important State like Madras or Bengal, offers a 
strong inducement to a neighbouring State to copy that system. 


2. The first sales tax to be levied in India was a selective sales 


, , . tax. It was introduced in 1938 in Madhya 

f a h les n °ta| y levy *n Pradesh in the form of ‘petrol tax’, i.e., a tax 
on the retail sales of motor spirit and lubri¬ 
cants. The petrol tax, often governed by a 
separate enactment and therefore distinct from legislation pertain¬ 
ing to the. general sales tax, has since been introduced by various 
States. The General Sales Tax itself dates from 1939 when Madras 
introduced the multi-point: system. Next came Bengal which 
adopted a single-point system in 1941. The Punjab Act of 1941 was 
broadly based on the multi-point model, while the Bihar tax of 
1944 followed the single-point system of Bengal. The next relevant 
period is 1946-1948. Five other States adopted the tax before 1st 
April 1948. Four of these, viz., Bombay, Assam, Madhya Pradesh 
and Orissa adopted the single-point system; the fifth was Uttar 
Pradesh which adopted the features of the multi-point tax, but 
with significant modifications. Since April 1948, have come in 
most of the remaining States, including almost all the Part B 
States. Of these, some adopted the multi-point system of Madras 
(Mysore, Travancore-Cochin and Hyderabad) and the rest a single¬ 
point tax either on a large variety of articles or sometimes on so 
few as to make the tax indistinguishable from a selective sales tax 
(PEPSU, Madhya Bharat and Saurashtra). The models originally 
introduced have undergone substantial modifications or sometimes 
have been replaced by altogether different structures. Punjab, 
which changed over from multi-point to single-point, and Bombay 
which proceeded from single-point to multi-point and then to 
double-point are notable examples. Moreover, purchase taxes have 
been introduced to a limited extent in different States. The 
exemption lists, as we have seen, vary widely and so do the levels 
of turnover at which dealers are licensed or registered. 


3. All this cannot be explained in terms of mere chronology and 
OnMi.tinnnffii.tov contiguity. Obviously, there are other consi- 
in certain niustra derations which underlie the fact that Madras, 
tive States example, has a multi-point system whereas 

Bengal has a single-point one. Before attempt¬ 
ing to analyse the main factors responsible for the development of 
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different systems in India, It would be convenient to examine two 
specific aspects in a little more detail; firstly, the main features of 
the tax as it has operated at different periods in a few typical 
States and secondly, the measures for all-India co-ordination, 
administrative and other, which have been taken from time to 
time, including those which are embodied in the Consitution in 
the shape of restrictions on the powers of the States. 

4. The six States we may consider in some detail for purposes of 
Illustration are Madras, Bengal, Bihar, Bombay, Uttar Pradesh and 
Madhya Bharat. 

Madras .—The relatively simple multi-point tax which was in¬ 
troduced in Madras in 1939 has now grown into a complex system. 
Initially,'the tax was levied at the rate of five rupees per month 
on turnovers between Rs. 10,000 to Rs. 20,000 a year and at J per 
cent, on turnovers exceeding Rs. 20,000 a year. In 1940, the rate 
of tax was reduced to four rupees per month and | per cent, respec¬ 
tively. The rates were changed in 1943, the tax was increased to 
eight rupees per month on turnovers between Rs. 10,000 and 
Rs. 15,000, twelve rupees per month on turnovers between 
Rs. 15,000 and Rs. 20,000 and one per cent, on turnovers exceeding 
Rs. 20,000 a year. Since January 1948, the slab rates of taxes have 
beer; abolished, the general rate of tax has been increased to three 
pies per rupee and an additional tax at one stage of sale at three 
pies or six pies per rupee on certain luxury articles like motor 
vehicles, radio sets, electrical goods, photographic cameras has 
been introduced. The absolute exemption previously enjoyed by 
bullion and specie, cotton yarn and handloom cloth has been 
withdrawn. Bullion and specie are now chargeable to tax at \ 
per cent, only on the sale by the first dealer in the State; cotton 
yarn' other than handspun yarn is also taxed at \ per cent, at only 
one stage, khadi is exempt when sold by persons dealing exclusive¬ 
ly in it while handloom cloth of mill yarn is liable for tax at only one 
point. Taxation of ‘works contracts’ on the proportionate cost of 
the goods involved in such contracts was also introduced about the 
same time. From August 1949, on articles of food and drink sold 
in hotels with turnovers exceeding Rs. 20,000 a year, the rate of 
tax was increased from three pies to four and a half pies per 
rupee. Sales of cotton which had previously been exempt were 
made liable to a tax of g per cent, at a single point. Some of these 
measures were necessitated partly by the need to make up the 
loss of revenue occasioned by Prohibition and partly by the necessity 
for meeting the increased expenditure on development schemes. .For 
encouraging the handloom industry, the tax on handloom-woven 
cloth was reduced, in 1951, from three pies to one and a half pies per 
rupee. The State Government have recently passed a Bill imposing 
a tax at the rate of fifteen pies per rupee at one point in addition to 
the multi-point tax on all mill made cloth (including woollen and 
silk fabrics but excluding coarse cotton cloth of 16 counts and less), 
and exempting handloom cloth completely from the sales tax. 

Bengal—In 1941, when the sales tax was introduced for the first 
time, the rate was three pies per ruoee. The taxable auantum was 
Rs. 10,000 a year for importers and manufacturers and Rs. 50,000 
for others, with provision for voluntary registration for dealers 
having a trunover more than Rs. 10,000 a year. The rate of tax was 
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increased to six pies in 1944 and to nine pies per rupee on 25th 
June 1945. There has been no change since then. Other amend¬ 
ments to the Sales Tax Act have been made more with a view to 
checking evasion, e.g., in 1949, liability to pay tax was brought for¬ 
ward from three months after the end of the year in which the dea¬ 
ler’s turnover first exceeded the taxable quantum, to a date two 
months following the day within the year on which his trunover ex¬ 
ceeded the taxable quantum. The exemption in favour of handloom 
cloth sold by dealers dealing exclusively in them was replaced by the 
exemption of dhotees, sarees and lung is, both millmade and hand- 
loom-woven, sold at prices not exceeding the notified maximum 
price limits. In 1949, the exemption list was curtailed by with¬ 
drawing from it articles like mustard and rape oil and oilseeds, 
matches, fresh fruits, coal and coke, coal gas, charcoal, fuel wood, 
hides and skins and handmade paper; an additional revenue of 
about Rs. 50 lakhs was expected in consequence; but on the more 
important of these items, the exemption was restored almost im¬ 
mediately. Recently, as a measure of anti-evasion, the Bengal 
Government has imposed a tax at the rate of three per cent, on 
sales of cigarettes by importers and manufacturers. 

Bihar .—The rate of tax when the Bihar Sales Tax Act was 
enacted in 1944, was three pies in the rupee, though there was 
provision in the Act to increase the rate to six pies per rupee, or 
to levy a lower rate, on specified goods by means of a notification. 
The Act more or less followed the Bengal Act in regard to 
exemptions, procedure and the system of tax. It was repealed by 
the Bihar Sales Tax Act of 1947 under which the rate of tax conti¬ 
nued to be three pies. A reduced rate of one and a half pies per 
rupee was levied on tobacco despatched outside the State and 
articles like gur, potato, mustard seed and oil, rape seeds and oil, 
fertilisers, matches, text-books and coal-gas which were tax-free 
hitherto, were made liable to tax. Despatches of taxable goods by 
or on behalf of a dealer to outside Bihar were made taxable with 
effect from 1st July 1947. Bihar was the first single-point State to 
levy a tax on such exports. In 1948, the rate of the tax was first 
increased to six pies per rupee on luxury articles like motor 
vehicles, cigarettes, cheroots, upholstered furniture, ivory articles, 
etc.; then this rate was extended to all tobacco products including 
bins, and to cycles and cycle parts. In October of the same year 
he general rate itself was increased to this level. Certain goods 
^ *£ mus t a rd oil, cotton cloth, coal and coke continued to be taxed 
at three pies per rupee and the tax on despatches outside the 
btate also continued to be leviable at the old rate of three pies per 
rupee. In April 1949, foodgrains were made liable to sales tax at 
three pies. The tax on luxury goods was increased to nine pies; 
per rupee, except in the case of despatches outside the State where 
the rate remained at three pies until the Constitution intervened 

"? P c? . blt J£ e levy of sales tax on despatches of goods outside 
the State. The most important change made thereafter was during 
1950, when the exemption granted to sales of raw materials to 
manufacturers and processors for manufacturing or processing of 
goods for re-sale was withdrawn in order to make up part of the 
loss which had resulted from the Constitutional restrictions The list 
of luxury goods has been enlarged. The rate of tax on rape seed 
and oil, /car* salt and raw jute has, however, been reduced from 
six pies to three pies. 
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Bombay .—In Bombay, the main features of the tax as first 
introduced in 1946 were these: (i) the minimum turnover for 
taxation was fixed at Rs. 30,000 a year; (ii) sales by a registered 
dealer to another of goods either for re-sale or for manufacture of 
other goods for sale were exempt; (iii) sales of goods despatched 
to an address outside the Bombay State were also exempt. The 
rate of the tax was six pies per rupee. A large list of exemptions 
was incorporated in the Act. The basis of the tax was more or 
less the same as in Bengal and Bihar. In 1947, on the recommenda¬ 
tion of a committee which had been appointed to enquire into the 
system, the taxable limit was reduced to a turnover "of Rs. 10,000 
a year in the case of importers and manufacturers so as to prevent 
loss of revenue through a large number of dealers being below the 
limit for registration. On the lines of the Bengal Act, voluntary 
registration was provided for dealers having turnovers between 
Rs. 10,000 and Rs. 30,000 a year. In 1948, the higher rate of one 
anna per rupee was levied for the first time on certain luxury 
articles. The list of luxury articles was enlarged in 1949 and des¬ 
patches to persons outside the State were also made liable to tax 
at rates half of those leviable on sales within the State. With the 
coming into operation of the Constitutional restrictions, the State 
lost-its tax receipts estimated at Rs. four crores on sales of goods 
despatched outside the State. To make up this loss and to meet 
the growing expenditure on schemes under the Five Year Plan, the 
single-point system was changed in 1952 to a multi-point one, the 
rate of general tax being three pies per rupee. A special tax was 
levied, in addition, at the first stage of sale, at rates varying from 
three pies to nine pies per rupee on certain luxury articles. The 
-enactment of the Essential Goods Act created a further complication 
m that some of the essential goods which were taxed previously 
had to be taxed at not more than the original rates. The exemption 
previously granted in respect of raw materials used by industries 
was withdrawn and certain important raw materials like cotton, 
“Oilseeds, yarn (other than cotton yarn which continued to be’ 
-exempt), were charged lower and concessional rates of taxes. How¬ 
ever, in view of the several representations from trade and industry 
regarding the hardships suffered by them under the multi-point 
tax, the Bombay Government felt that its system required change 
-and, in December 1953, passed the present measure under which a 
two-point sales tax is being levied since 1st April 1954. Under this 
rsystem, a ‘sales tax’ at the rate of three pies per rupee on ordinary 
Hoods and at rates varying from six pies to fifteen pies in the rupee 
on special goods, is levied at the first stage of sale and what is termed 
by the Act a ‘general sales tax’ is levied at the last stage of sale at 
the rate of six pies per rupee. In addition to the list of exempted 
goods, concessional rates are charged on numerous articles. Raw 
cotton, cotton seeds, artificial silk yarn, hides and skins, raw silk, 
and silk yarn, raw wool and woollen yarn and staple fibre yarn are 
charged to a lower rate only at the last stage. Such of the ‘essential 
goods as are not either exempted or taxed at a lower rate are made 
liable to the last point tax of six pies, i.e., to the same rate as was 
levied under the 1946 Act. To facilitate the entrepot trade of Bombay 
authorisation certificates are granted to dealers whose turnover in 
respect of despatches to places outside the State exceed Rs. 50,000 
and, subject to certain conditions, they can send goods free of tax 
to outside places. Sales between intermediate dealers are similarly 
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excluded from the tax at the last stage by a system of licences which 
are issued to those dealers whose turnover of sales to registered 
dealers exceeds Rs. 50,000 a year. Sales to licensed manufacturers of 
raw materials for use in manufacturing goods for re-sale are also 
exempt from the last point tax. To equalise the incidence of the tax: 
on goods which are imported, not for re-sale, but for consumption by 
registered dealers like producers or manufacturers, a purchase tax is 
levied at rates equal to the first-stage sales tax. Similarly, with a 
view to preventing evasion of the tax on purchases by unregistered 
dealers from outside the State of goods notified from time to time by 
Government, a purchase tax is leviable on these at rates equal to the 
corresponding sales tax rates. For the present, this purchase tax: 
is levied only on motor vehicles, chassis of motor vehicles and arms 
and ammunition. 

Uttar Pradesh .—The sales tax was introduced in Uttar Pradesh 
on 1st April 1948 and was levied on a multi-point basis with a few 
exemptions. All dealers with annual turnovers exceeding Rs. 15,000 
were liable to the tax. A few months later, a larger number of 
exemptions were notified. Some of these like cereals, pulses,, 
flour, gur, fish, salt, fertilisers, coal, fuel wood, kerosene, ghani oil, 
paper, etc. were exempted completely while some like bones, 
bullion and specie, army canteens, cotton waste, cooked food, lubri¬ 
cants, raw cotton, hides and skins, medicines and pharmaceutical 
preparations, tobacoo (hookah), etc., were exempted on payment of 
annual fees. Certain articles were made taxable at a single-point only 
at three pies and six pies per rupee while some others were made 
taxable at nine pies and one anna per rupee. In September 1948, 
the latter rates of nine pies and one anna per rupee were brought 
down to six pies per rupee to bring about greater uniformity in the 
tax system. More changes in the rates were made in 1952, when 
biris, matches, jute goods and khandsari sugar were made taxable 
at one point at six pies while cigar, cigarette and pipe tobacco 
were taxable at nine pies. The rate of tax on crystal sugar has also 
been raised to six pies per rupee in 1953. Originally, the Uttar 
Pradesh Sales Tax Act extended to forward contracts in commodities 
even when such contracts did not result in delivery of goods, but 
a judicial decision was given that the levy of a sales'tax on such 
contracts is ultra vires. The recent amending enactments make 
only such changes as are necessitated by the Supreme Court’s decision 
on inter-State sales and other judicial decisions. At present, in 
Uttar Pradesh, there are four types of sales of goods: (i) those 
exempted from the tax or excluded from the Act; (ii) those which 
are exempted on payment of prescribed annual fees; (iii) those 
which are made taxable at three pies per rupee like edible and non¬ 
edible oils, tanned leather and diesel oil, or at six pies like biris, 
cement, mill cloth, sugar, matches, motor vehicles, radios, glassware, 
etc. or at nine pies like cigars, cigarettes and pipe tobacco; and (iv) 
those that are taxable at the multi-point rate of three pies per rupee. 

Madhya Bharat. —The sales tax in Madhya Bharat is of a selective 
type and is levied mainly on importers and manufacturers. The 
tax was levied in 1950 to replace the internal customs duty on imports. 
The taxable quantum is Rs. 5,000 a year for importers and manu¬ 
facturers and Rs. 12,000 for others. Sales tax is levied also on sales 
of goods during fairs and exhibitions. The turnover for this purpose 
is Rs. 450 per month, instead of Rs. 5,000 a year. The rates of tax 
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vary from three pies per rupee to two annas per rupee. When the 
tax was introduced in 1950, the rates were the same as the customs 
duties on imports;, but these were subsequently reduced. Gold and 
silver ornaments, vegetable oils and tobacco used in making biris 
are taxed at three pies per rupee; biris, cement, cotton cloth, 
metals and metal-ware, sports goods, paper, agricultural machinery, 
etc., are taxed at six pies per rupee; tea, coffee, cigars and cigarettes, 
silk and silken goods, -wollen goods, clocks and watches, motor 
vehicles, etc., are taxed at one anna per rupee while foreign liquors, 
arms and ammunition are taxed at two annas per rupee. On a 
majority of articles, the tax is collected from importers and manu¬ 
facturers; on only a few commodities is it collected from other types 
of dealers such as wholesalers or retailers. The exemption list is 
fairly large and covers essential goods, important raw materials, 
ghani oil, etc. 


5. From the foregoing account of the different main features as 
. they have developed in certain typical States, 

iS Clear that al0ng With the g rowin S com ' 
' plexity of the systems also grew the need for all- 

India co-ordination. Prompted by revenue needs, many States had 
by 1948 r 49 started levying taxes on exports. A number of States had 
so defined the term ‘sale’ as to include within that term all sales of 
goods which were actually within the territories, irrespective of the 
place where the contract of sale took place. Some of the measures 
involved the taxation of various raw materials and of goods entering 
inter-State trade more than once; these measures evoked consider¬ 
able opposition from trade and industry. A number of problems 
arose and, in order to consider these, the Government of India con¬ 
vened a conference of the Finance Ministers of States in October 
1948. After a preliminary discussion, a committee of officials was 
appointed to investigate the possibility of achieving a certain degree 
of uniformity in regard to the taxation of inter-State trade in certain 
essential commodities, raw materials, manufactured articles, etc., 
which were of all-India importance. The Officials’ Committee made 
certain recommendations which, because of their special relevance, 
we reproduce below: — 


(i) No sales tax should be levied on exports to other States of the 
following commodities: 

Grains and pulses, flour, atta and maida, matches and kerosene. 

(ii) A ceiling of three pies in a rupee should be fixed in the case 
of the following industrial raw materials exported from one Pro¬ 
vince to another: 


Coal, cement, steel, cotton and cotton yam, hides and skins, 
oilseeds, rubber, minerals and jute. 

If the sales tax is levied subject to this ceiling by the Province 
exporting the material, the Province importing it should not charge 
any further sales tax, if sold to a registered manufacturer for pur¬ 
poses of his manufacture. 

(iii) A ceiling of three pies in a rupee should be fixed for the 
sales tax on the following goods exported from a Province: 

Textiles, plant and machinery, vegetable oil products and 
sugar. 
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It will be open to the Provinces to levy a higher tax on internal 
consumption if they like. 

(iv) A uniform tax of one anna in the rupee' (three pies in the 
case of bullion specie) should be levied on the following luxury 
articles: 

Bullion and specie, jewellery, refrigerators, motor vehicles, 
radios, gramophones. 

This tax should be levied at the point at which sales take place to 
the actual user. 


(v) No Province should charge any sales tax on a commodity 
exported by it if on that same commodity it does not lew a tax on 
its internal consumption. 

(vi) No sales tax should be levied on agricultural implements 
worked by human or animal power. 

(vii) In the case of commodities subject to multiple point sales 
tax, the ceiling prescribed above should apply to the total incidence 
of the tax. 

6 . These recommendations were then considered by the Finance 

Constitutional Ministers’ Conference. While there was 

restrictions general agreement about the principles under- 

. . lymg the recommendations, some of the State 

Ministers wanted time to consider the proposals in detail. But even¬ 
tually there was so much disagreement that little could be achieved 
by way of tangible results. Only a few States gave effect to the pro¬ 
posals Subsequently, the Drafting Committee of the Constituent 
Assembly considered this question and proposed the incorporation of 
provisions in the Constitution restricting the powers of the State 
Governments in respect of the levy of sales tax in the course of 
toreign trade and Inter-State trade and on essential commodities 
These provisions were again considered at a conference of Chief 
Ministers and Finance Ministers. The proposied provisions were 
opposed by many States on account of the loss which would be 
entailed on them by the exclusion of foreign, and (in particular) 
inter-State, trade from the purview of their sales taxes Th° loss it 
was clear, would be particularly great for the States which produced 
important raw materials or manufactured articles. The provisions 
were, however, finally incorporated in the Constitution as Article 286. 

7. Under Entry 54 of the State List in the Seventh Schedule to 

Article 286 of the tlie Constitution, the States have been em- 
Constitution powered to levy “a tax on sales or purchases of 

, , , goods other than newspapers”. This power 

has, however, been restricted in various ways by Article 286 
which reads as follows: — 


“286. (1) No law of a State shall impose, or authorise the im¬ 
position of, a tax on the sale or purchase of goods where 
such sale or purchase takes place— 


(a) outside the State; or 


(b) in the course of the import of the goods into or 
export of the goods out of, the territory of India. 



Explanation .—For the purposes of sub-clause (a), a saie^ or 
purchase shall be deemed to have taken place in the State 
in which the goods have actualy been delivered as a 
direct result of such sale or purchase , for the purpose of 
consumption in that State, notwithstanding the fact that 
under the general law relating to sale of goods the pro¬ 
perty in the goods has by reason of such sale or purchase 
passed in another State. 

(2) Except in so far as Parliament may by law otherwise 
provide, no law of a State shall impose, or authorise the 
imposition of, a tax on the sale or purchase of any goods 
where such sale or purchase takes place in the course of 
inter-State trade or commerce: 

Provided that the President may by order direct that any 
tax on the sale or purchase of goods which was 
being lawfully levied by the Government of any 
State immediately before the commencement of this 
Constitution shall, notwithstanding that the imposi¬ 
tion of such tax is contrary to the provisions of this 
clause, continue to be levied until the thirty-first day 
of March 1951. 

(3) No law made by the Legislature of a State imposing, or 
authorising the imposition of, a tax on the sale or purchase 
of any such goods as have been declared by Parliament by 
law to be essential for the life of the community shall 
have effect unless it has been reserved for the considera¬ 
tion of the President and has received his assent”. 

In brief, the States are prevented from taxing (i) sales or purchases 
in the course of trade outside the territories of India, (ii) sales out¬ 
side the State of levy where these sales result in delivery for 
consumption of goods in another State, and (iii) sales in the 
course of inter-State trade and commerce. Moreover, on commodi¬ 
ties declared to be ‘essential’ by Parliament, the State’s power to 
impose the tax has been made subject to the prior approval of 
the President. To give some time to the States to adjust their sales 
tax levies, the President was empowered to postpone to the end of 
March 1951, the date for the coming into operation of the exemption 
of inter-State trade from sales tax. Under this power, the Presi¬ 
dent promulgated an order extending the period to that date. As 
a result of the restrictions imposed on the taxation of inter-State 
trade transactions, there was a large diminution in the sales tax 
•revenue of several States. Firstly, there was a direct loss of 
revenue from the abolition of the sales tax on exports, the loss 
being particularly heavy in States like Bombay, Bihar, Madhya 
Pradesh, Orissa and Assam. Bombay lost revenue to the extent of 
about Rs. 4 crores, Bihar of about Rs. 2| crores, Madhya Pradesh, 
Assam and Orissa of about a crore each. States like Madras Uttar 
Pradesh, Mysore and Travancore-Cochin, which have been levying a 
tax on exports under a multi-point system, also lost their revenue on 
the last stage of sale in the course of inter-State trade. Secondly 
because of these restrictions, there was greater scope for avoidance 
<y£ tax, entailing an indirect loss of revenue on almost all States. 
Iiaders in one State started to sell direct to unregistered dealers 
and consumers in another. Similarly, consumers of valuable com¬ 
modities tried to get these from dealers in another State rather than 
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buy the articles from their local dealers. The practice grew for 
sales of goods within a State itself to be shown in the books of 
accounts as having been made to fictitious dealers outside the 
State and the goods having then been re-sold by those dealers ta 
consumers within the State. For valuable commodities like motor 
vehicles, jewellery, watches, etc., this practice became very 
common. On transactions that could be shown to be in the course of 
inter-State trade, the ‘exporting’ State was prohibited under Article 
286 from levying the sales tax; and if the goods delivered as a result 
of these transactions were shown to be received by individual con¬ 
sumers or unregistered dealers neither could any tax be levied on 
them by the ‘importing’ State. Thus, many of these transactions 
escaped sales tax altogether. 

8 . The loss of the revenue resulting from the provisions of the 

Constitution relating to inter-State trade coupled 
Readjustment of sales the need to find money for the expenditure 

States s e s on developmental activities, compelled the 

States to resort to various measures to re¬ 
adjust their sales tax systems to the changed circumstances. Different 
measures were taken by different States. The Bombay State, which 
all along had a single-point tax and had exempted sales of raw mate¬ 
rials purchased by manufacturing industries, changed over to a multi¬ 
point tax on the lines of the Madras system, whereunder it levied 
a tax at all stages of sales including sales of raw materials to manu¬ 
facturing industries (though in respect of certain important raw 
materials a lower rate of duty was levied and certain other conces¬ 
sions like taxing at only one stage were also granted). When this 
system was found unsuitable to its trade and industry, the State 
devised a two-point system under which the tax is levied at differ¬ 
ent rates on the first stage of sale and the last stage of sale in the 
State. States like Bihar and Orissa, continued the single-point 
system, but withdrew the exemption previously applicable to sales 
of raw materials to processing and manufacturing industries. In 
Madhya Pradesh and Assam, this exemption was restricted to raw 
materials used in manufacturing goods for sale and delivery in the 
State for consumption within the State itself. The Hyderabad State, 
which in the main exports agricultural raw materials, imposed a 
purchase tax on dealers who bought such materials within its terri¬ 
tory. By this change in the point of levy of the tax, it in effect taxed 
the sale of exportable goods, while at the same time adhering techni¬ 
cally to the terms of the Constitutional restrictions. 

9. When Bombay changed over to the multi-point tax, its new 

_ _ , Sales Tax Act was challenged in the Bombay 

interpmation Ur of Hi § h Court, which held that the Act was 

Article 286 ultra vires on the ground that it did not take 

into account the Constitutional restrictions. 
The Bombay Government promulgated an ordinance to satisfy the 
legal requirements and keep aliVfe the sales tax on the multi-point 
basis, and also appealed to the Supreme Court against the decision 
of the Bombay High Court. Earlier, the Travancore-Cochin Govern¬ 
ment had also appealed to the Supreme Court against their High 
Court’s decision that the Constitutional restriction relating to 
“sales or purchases in the course of export or import out of the 
twTi tones of India” covered not only the first purchase in the course 
of imoort and the last sale in the course of export, but all inter¬ 
mediate transactions, and that, accordingly, all such transactions 
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were exempt from the State sales taxes. In deciding the appeal- 
filed by the Travancore-Cochin Government, the Supreme Court 
ruled that “whatever else may or may not fall within Article 286 (1). 
(b), sales and purchases which themselves occasion the export or 
import of goods, as the case may be, out or into the territory of 
India come within the exemption”. In the other appeal, 
the Supreme Court decided that “Article 286(1) (a) read with 
the Explanation prohibits taxation of sales or purchases involving. 
inter-State elements by all States except the State in which the 
goods are delivered for the purpose of consumption therein. The 
latter State is left free to tax such sales or purchases which power 
it derives not by virtue of the Explanation but under Article 246(3)- 
read with Entry 54 of List II”. This decision of the Supreme Court. 
has been interpreted by the State Governments as giving them 
power to tax non-resident dealers on their sales of goods to consu¬ 
mers or dealers within their respective territories. Several States, 
issued notices for payment of tax to dealers in other States. They 
also demanded that all the exporting non-resident dealers should 
get themselves registered under their own Sales Tax Acts and sub¬ 
mit returns of their transactions, should make periodical payments, 
and should have their tax assessed in the same manner as the regis¬ 
tered dealers within their own territory. This created difficulties 
for the trade and industry, as it meant that an exporting dealer had 
to register himself and be liable to the tax not only of his own State 
but also of all the States to which he exported his goods. On account 
of the very great trouble and inconvenience entailed by this proce¬ 
dure on the despatching dealers, particularly of States in which 
big distributive centres were situated, acute dissatisfaction was 
created among trading circles, and several representations were 
made by Chambers and Associations and other representative bodies 
of trade and industry to the State Governments and to the Govern¬ 
ment of India. 


10. For examining the various representations made to them, and 
f in particular for considering how best ’ the 
Sr®9« conference grievances of the trading interests could be met 
consistently with the interpretation of Article 
286 by the Supreme Court, the Government of India con¬ 
vened a conference of officials in November 1953. It was; 
generally agreed at this Conference that the importing States 
should not insist upon the non-resident dealers to present them¬ 
selves at the various State headquarters to get their books 
of accounts examined and to have their liabilities assessed but 
should assess the liability on the basis of the returns which these 
dealers would supply from the places where they carried on busi¬ 
ness. Where such a course was necessary, it was agreed that the 
receiving State should depute one of its own officers to the State 
where the non-resident dealers resided and get the points in dispute 
settled. For purposes of check and verification, it was decided that 
each State should supply to the other States the names of dealers 
who exported their goods to other States and claimed exemption 
from its sales tax; as a long term solution, the proposal wa s also 
put forward at this Conference that instead of the non-resident 
dealers being taxed by the importing States, a purchase tax could 
be levied by those States on the dealers in their territories when the 
goods were delivered to them in the course of inter-State trade 
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This, it was urged, would confine the tax operations of each State 
to traders resident within its boundaries and obviate the incon¬ 
venience caused to non-resident dealers by the efforts of importing 
States to collect the sales tax from them. While the reciprocal 
arrangements for the supply of information have been agreed to by 
most of the States and are being implemented, not all States have 
agreed to the proposal regarding the introduction of a purchase tax. 
Prominent among the States to which this proposal has not been 
acceptable are Bihar and Assam. Bihar has pointed out that “pat¬ 
tern and organisation of the trade in the State is such that any shift¬ 
ing of the incidence from the seller to the buyer would at once 
create insurmountable difficulties”, while Assam considers that a 
purchase tax “will not confer on Assam the full benefits she is en¬ 
titled to”. A purchase tax may not yield to these States the same 
revenue as a tax on non-resident dealers for the reason that in the 
case of several of their raw materials like tea, coal, etc., there are 
no intermediate purchases by internal wholesalers but only direct 
sales to other States. Multi-point States like Madras are also oppos¬ 
ed to the proposal to levy purchase tax. They point out that by 
taxing non-resident dealers they are able to get an additional stage 
of sale on which to levy the tax. Thus they are able to make up to 
some extent the loss that has occurred through the exemption of 
sales at the last point in the course of inter-State trade. If, how- 
.ever, they levy a tax on the purchases made by internal dealers, the 
tax would have to be levied on the same dealer first on his purchases 
.and again on his sales which under their existing sales tax structure 
•is not permissible. The present position regarding the levy of a 
purchase tax is therefore still uncertain; and the States have started 
recovering the tax from non-resident dealers by making them liable 
to registration under their own Sales Tax Acts. This liability was 
made retrospective by some States, he., payments were called for in 
respect of sales from 26th January 1950, the date on which the Cons¬ 
titution came into force. It was agreed at the Officials Conference 
that the tax should not be recovered with retrospective effect from 
•any date prior to 1st April 1953; some of the States have even fixed 
a later date, viz., 1st January 1954, as the date of commencement of 
this particular levy. Certain State Governments have already 
opened offices in other States for the collection of returns and taxes 
from non-resident dealers. 

If. Besides prohibiting States from levying any tax on sales or 
- . , „ . . purchases of goods in the course of foreign trade, 

Essential Goods Act ’ on sales or purchases of goods delivered in an¬ 
other State for consumption therein and on sales 
or purchases of goods in the course of inter-State trade or commerce, 
the Constitutional provisions also enjoin it on the States not to tax 
•sales or purchases of goods declared by Parliament by law to be 
essential for the life of the community, except with the previous 
•assent of the President. Parliament has already enacted the neces¬ 
sary law, viz., Essential Goods (Declaration, and Regulation of Tax 
•on Sale or Purchase) Act, 1952, and the following goods have been 
^declared as ‘essential’ for the life of the community: — 

(1) Cereals and pulses in all forms, including bread and flour, 
including atta, maida, suji and bran (except when any 
such article is sold in sealed containers). 
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(2) Fresh and dried fruits, sugarcane, cocoanuts, vegetables,, 
edible tubers, vegetable and flower seeds, bulbs and 
plants, excluding orchids [except 

(i) any medicine prepared from any one or more of such- 
articles; and 

(ii) when any such article is sold in sealed containers.] 

(3) Fresh milk, whole or separate, and milk products, includ¬ 
ing butter, ghee, chana, khoa, but excluding sweetmeats. 

(4) Meat, fish and eggs (except when any such article is sold 
in sealed containers). 

(5) Edible oils, and oilseeds from which edible oils are ex¬ 
tracted. 

(6) Gur. 

(7) Salt. 

(8) All cloth, woven on handlooms, coarse and medium cotton 
cloth made in mills or woven on powerlooms. 

Explanation 1.—‘Coarse cloth’ means any cloth in which 
the count of warp yam employed (excluding the bor¬ 
der) is below 17s. (whether single or folded). 

Explanation 2.—‘Medium cloth’ means any cloth in which 
the count of warp yam employed (excluding the bor¬ 
der) is 17s. or finer but is less than 35s. (whether 
single or folded). 

(9) Raw cotton, including ginned and unginned cotton or 
kapas, cotton thread, cotton yarn, cotton seeds, jute seeo's.. 
raw jute, sun-hemp and mesta. 

(10) Hides and skins. 

(11) Fertilisers and manures, agricultural machinery and im¬ 
plements, including parts of such machinery and imple¬ 
ments. 

(12) Cattle feeds. 

(13) Coal including coke and other derivatives, petroleum and! 
petroleum products, including kerosene and motor spirit. 

(14) Iron and steel. 

(15) Books, exercise books, slates and slate pencils and perio¬ 
dical journals. 

12. It is obvious that the object of restricting the power of the 
Operation of the states to levy a tax on the sale or purchase of. 
Essential Goods Act essential goods’ is to achieve some degree of 

uniformity in the tax burden on those goods, and! 
not necessarily or in all cases to eliminate altogether the sales tax on. 
such goods. When the Bombay Government sought the assent of the- 
President to tax some of the ‘essential goods’ under their new multi¬ 
point tax system, the assent was given on condition that the tax bur¬ 
den on these goods should not in any event exceed the previous tax 
burden under the single-point system. This seems to indicate that the- 
policy underlying the restriction is one of freezing the existing tax 
levies on these goods and of ensuring that new proposals to tax them, 
are confined within reasonable limits. (Some proposals of this kind' 
have actually been sanctioned). On the whole, however, both the’ 
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•provision and the list of ‘essential goods’ have evoked a great deal of 
•criticism from State Governments. Firstly, the States which taxed 
these goods prior to the coming into effect of the Constitution and 
the Parliamentary enactment. are at an advantage as they are un¬ 
affected by this restriction, while the States which now attempt to tax 
them must obtain the assent - of the President. Secondly, the 
list of ‘essential goods’ includes goods which cannot, except by a 
wide interpretation, be regarded as ‘essential’ to the life of the com¬ 
munity. The dissatisfaction has been aggravated by the fact that 
on some of the goods declared essential to the life of the commu¬ 
nity the Central Government themselves levy relatively high taxes 
in the form of excise or customs duties. 

13. Having reviewed in some detail the changing features of the 
_ . . . sales tax systems of certain States, as also the 

Smemsof 1 "thediffe!' administrative and constitutional developments 
rent sales tax systems which have taken place, we are now in a posi¬ 
tion to sum up the main trends and to relate 
them to the different conditions in which those systems have origi¬ 
nated or to which they have adapted themselves. The relevant fac¬ 
tors are many. First of all, there is the extent of financial need 
which the particular sales tax system is designed to meet. Second¬ 
ly, the period in which the need has arisen may be one of relatively 
low prices coupled with a buyer’s market (as in 1939 when Madras 
introduced the tax) or one of high prices and inflation (as when 
Bombay and a number of other States adopted the sales tax as one 
of their more important fiscal measures). Thirdly, there can be 
discerned in each State a definite degree of relationship between the 
tax system initially adopted and certain relevant characteristics of 
the economy of the State. These characteristics may be described 
as the pattern of consumption, the pattern of trade and the pattern 
of production in the State. Fourthly, apart from the origin of the 
tax system in different States, the later developments of the system 
have an intelligible connection with the further financial needs ex¬ 
perienced by the States in the context of increased expenditure (e.g., 
on account of the Five-Year Plan) or decreased revenue (e.g., on 
account of Prohibition) or some other occasion for radical financial 
re-adjustment (e.g., merger and integration). Fifthly, certain types 
of alteration in the tax system common to different States are seen 
to be attributable to the State Governments’ efforts to acaot their 
tax to new conditions, legal and other, created by the Constitution. 
Accordingly, with reference to the development of the main sys¬ 
tems, the present summing up may be related to (i) the origin of the 
•system, (ii) the adaptation of the system to growing financial needs, 
and (iii) the adaptation of the system to conditions created by the 
Constitution. 

(i) Origin of the .system.—We have alluded to there being in 
some instances an implicit relationship between initial choice in 
favour of a particular system of sales tax, viz., the one originally 
adopted by the State, and the pattern of consumption, trade and 
production in that State. We would recall in this connection one 
•of the distinctions we have drawn in Chapter I between the multi¬ 
point and single-point systems. The former, we said, may be re- 
-garded as having been occasioned by the decision of Government 
to collect the tax from a large number of dealers, big, medium and 
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small, and on a large number of articles, including what are relative¬ 
ly essential, and at the same time to charge so low a rate that it will 
not constitute a serious hardship even if the tax is paid more than 
once on the same article. The single-point tax, we stated, may be 
said to follow from a different kind of decision: to levy the tax at a 
relatively high rate, to exempt essential articles like foodgrains and 
cheap cloth, and to place the liability for the tax on a limited num¬ 
ber of dealers who may be described as large and medium. In very 
broad terms, it may be said that a single-point tax is specially appro¬ 
priate in relation to urban conditions, and the multi-point tax to 
semi-urban and rural conditions. A number of other factors too 
would of course have to be taken into account. Madras, which was 
the first State to levy a sales tax, may in retrospect be said to have 
■adopted the multi-point system mainly because of a combination of 
the following factors: a predominantly rural economy, low prices 
and a buyers’ market (1939), and financial needs which at that time 
were not great. Bengal adopted a single-point system in 1941 in the 
context of a large urban trade and consumption, predominant indus¬ 
trial and manufacturing interests, and a period of rising prices. 
Bombay adopted the Bengal system in circumstances which were 
broadly analogous. Uttar Pradesh, which presents certain mixed 
features, adopted a combination of the two systems. Some of the 
States which followed, levied the tax as an anti-inflationary mea¬ 
sure, while others levied it to meet the increasing cost on develop¬ 
mental activities or to replace (in the case of certain Part B States) 
internal customs. These States have in some instances followed the 
system of the neighbouring States where economic conditions were 
more or less similar. 

- ,(i i) Adaptation of the system to growing financial needs.—-While 
initially the systems of sales tax were designed to suit relatively 
modest revenue needs—together with the prevailing economic con¬ 
ditions and the patterns of consumption, trade and production—they 
were adjusted, modified and altered to conform to changing circums¬ 
tances and growing revenue needs. Madras which levied the multi¬ 
point tax started with the low rate of half per cent.; and thereafter 
even reduced it to quarter per cent. During the War, however, the 
rate was increased to one per cent. Still later, in order to meet’new 
liabilities, the rate was changed to three pies in the rupee, and cer- 
tam luxury’ goods were charged a higher rate (at the first point 
ot sale) in addition to the ordinary one thus enhanced. Most 
States adopted higher rates for specified luxury goods Further 
their increased revenue needs drove Bihar and Bombay to extend 
the levy to inter-State exports at half the rates on internal sales- 
when this came to be prohibited by the Constitution, Bihar with¬ 
drew the exemption on sales of raw materials to producers and pro¬ 
cessors within its State and imposed a tax on foodgrains, while 
Bombay changed its system to a multi-point tax at the rate of three 
pies in a rupee (yielding a total tax of about nine pies per rupee 
against its previous rate of six pies per rupee). Recently, as we 
have seen, Bombay has again changed its system to a double point 
tax, with the total rate of tax related to a level of nine pies in the 
iupee. Assam, Punjab and Orissa, which had a low rate of tax to 
start with, increased their rates. The other States started with a 
high rate of tax or where they had a tax only on certain selected 
goods (Hyderabad, Saurashtra) changed it to a general tax covering 
all goods other than those specifically exempted. 
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(iii) Adaptation of the system to conditions created hy the 
Constitution .—The prohibition imposed under the Constitution on 
the powers of the exporting States to levy a sales tax on goods sold 
for consumption in another State has affected the revenues of most 
of the States, particularly those producing raw materials and manu¬ 
factured goods. The loss was not as great for multi-point States 
as for the single-point ones; this was because the restriction did not 
apply to sales in the State prior to the last point of sale for export. 
Further, the Constitutional provision took no cognizance of the re¬ 
gistered dealers; it equally extended to purchases by registered 
dealers, unregistered dealers and consumers. This, as already men¬ 
tioned, gave rise to large scale evasion, since inter-State sales to 
unregistered dealers and consumers escaped the taxation of the im¬ 
porting State no less than that of the exporting State. In order to 
make up the loss which resulted, in part directly and (through the 
evasion thus made possible) in part indirectly, from the Constitu¬ 
tional restrictions, different States have adopted different measures. 
Punjab has withdrawn the minimum limit of taxable liability for 


importers, with the result that every importer whatever the value 
of his imports is now liable to the sales tax. Hyderabad has levied 
a purchase tax on the purchases of raw materials by the exporters. 
The Madhya Pradesh Government have, by an amendment of their 
Sales Tax Act, withdrawn, except in the case of cotton, the exemp¬ 
tion on sales of raw materials used in the manufacture of goods sold 
outside their area. Bombay has levied a purchase tax on goods 
brought from outside by its unregistered dealers and consumers, 
though for the present this tax is imposed only on motor vehicles and 
arms and ammunition. Assam has recently imposed a carrier tax 
on tea and jute which are its main exportable raw materials. 

14. Judicial interpretation, as in its turn interpreted and under¬ 
stood, has introduced further complications. On 
Collection of tax the basis that the right to levy the tax accrues 
dealers n0 ” C 1 01 to the State where the goods are delivered for 
consumption, the importing States have held 
themselves entitled to collect the tax from non-resident dealers. 


With Bengal as one of the notable exceptions, practically all States 
have started levying taxes on non-resident dealers. In some States 
(e.g., Bombay), a purchase tax has been imposed on the internal 
buyers of certain external commodities, e.g., a mill purchasing cotton 
from outside the State. 


15. The different measures undertaken by the States to adapt 
their sales tax systems to their growing revenue 
Effect of changes in needs, to the restrictive provisions of the Con- 
on trade, * 'consumer stitution and to the conditions resulting there- 
and Government from have made these systems very complicat¬ 
ed. The high rate of tax in multi-point States 
has to a certain extent affected the structure of trade, e.g., by tend¬ 
ing to eliminate intermediaries; and it has, in some instances, even 
involved loss of revenue to those Governments. The Travancore- 
Cochin Sales Tax Committee’s Report emphasises this feature and 
suggests the levy of a single-point tax at a high rate on certain 
selected goods. Further, the high rate of tax has necessitated the 
grant of a large number of exemptions even under a multi-point tax 
(e.g., Mysore, Travancore-Cochin), making the maintenance of 
accounts difficult for the small dealers. Since the cost of production 
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increased on account of. a high rate of levy at every stage, these 
■States had either to levy reduced or ‘concessional’ rates on the rele¬ 
vant commodities or make them liable to the tax at only one point. 
In the single-point States: (i) the levy of tax on raw materials as 
in Bihar, (ii) the increase in the rates from six pies to nine pics 
as in Bengal or Orissa, (iii) the extension of the liability 
to all importers without any minimum limit as in the Punjab, 
and (iv) the taxing of raw materials used by industries and 
the varying rates of tax on different goods under the two-point 
system in Bombay, have all combined to increase the cost of produc¬ 
tion, to enhance the burden on consumers and to multiply the diffi¬ 
culties of the dealers from whom the tax is collected. Further, as 
regards the dealers, the measures taken by the importing States to 
exercise jurisdiction on those resident in other States have greatly 
added to their harassment. It is these factors that have been res¬ 
ponsible for the growing agitation for the removal of the sales tax 
from the field of State taxation. They have also given rise to large 
scale evasion of tax by dealers and by consumers, and to malprac¬ 
tices and corruption in the departments responsible for collecting 
the tax. These and other problems have occasioned various sugges¬ 
tions with regard to the sales tax. We examine some of the sugges¬ 
tions in the next chapter. 



CHAPTER III 

EXAMINATION OF CERTAIN SUGGESTIONS 

The suggestions which have been put to us in respect of the sales 
tax some of them in the context of specific- 
smrffestions issues raised in our quegtipnnaire, cover a range 

w which is both- ^ide'and varied, eveii if it dues 

not include much that can be 'said to be unfamiliar. We nedd 
refer only to the more important of these suggestions. At ofie 
end, they are concerned with the possible enlargement of the 
scope of the sales tax with a view to increasing the revenue: 
from it. At the other, what is proposed is the virtual aboli¬ 
tion of the sales tax through the taking over of'some of its 
functions by different taxes which have existed long before the 
sales tax itself: in particular, customs, excise and octroi. Between 
these two extremes are different proposals for modifying the present 
systems of sales tax so as to secure that the levy is simple, evasion 
less, and hai , dsh1p , ‘tt)r -the dealer reduced to a minimum. An aim 
that is commorf to many of the suggestions is to ensure better co¬ 
ordination between the States and, through'tuch co-ordination, to 
eliminate the difficulty now experienced on account of the attempts 
of State Governments to collect the tax from non-resident dealers. 
Not a few of our respondents appear to entertain the belief that 
some one system must somewhere exist which, if searched for and 
found and then installed in place of the variety of levies that now 
obtains in the States, will have the two-fold effect of remedying all 
the ills and of retaining all the revenue. Among the systems thus 
advocated for universal adoption are a selective sales tax, a “first 
stage” sales tax, a low multi-point tax, and a purchase tax. Finally, 
there is the proposal that the sales tax should be removed altogether 
from the State List and placed within the purview of the Unions 
we reserve the consideration of this particular proposal for the next 
chapter, in which we examine the place of the Union in the system 
of sales taxation as it has developed in this country. 

2 . We may start by examining the proposals for either enlarging 
Snw _ pst - the scope of the sales tax or for ensuring a larger 

Larging the swpe revenue from it. Under the Constitution, as has 
of sales tax been noted before, the State Governments can 

levy a tax on “the sale or purchase of goods 
other than newspapers.” Services, contracts for sale not resulting 
in delivery of goods (e.g., transactions in futures markets) and sales 
or purchases of newspapers are therefore excluded from the scope of 
the States. The Central Government can levy a tax (other than stamp 
duty) on transactions in futures markets. It can also levy a tax on 
sales or purchases of newspapers and on advertisements appearing 
therein. None of these taxes has so far been levied by the Central 
Government. Sales of services are not specifically liable at present 
to be taxed either by the States or by the Central Government. The 
advisability of extending the sales tax to one or more of the items- 
thus left out has been suggested by some, though it has not found 
any wide support. 
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3. Taking ‘services’ first, these can be divided into: (i) services 
proper, (ii) those entering in a special manner 
Feasibility of sales i n to the making of certain classes of goods, and 
on ,ei t-it.es (iii) those forming part of a total transaction 

which includes the rendering of services as well as the sale of goods. 

There would be serious administrative difficulties in the levy and 
collection of a tax on specific services from those who render them. 
Sales of services are not in all cases covered by written documents. 
Evasion would therefore be easy. Where the same persons sell both 
services and goods and the tax rates are different, assessment would 
be difficult. Moreover, taxes on services would, in many cases, be a 
duplication of profession tax. For these and other reasons, almost 
all the States are opposed to the extension of the sales tax to ser¬ 
vices proper. We agree with them and do not recommend the ex¬ 
tension of the sales tax to services. 


The second category purports to cover goods such as paintings, 
photographs, etc., the sale of which obviously falls within the defi¬ 
nition of ‘sales of goods’. The only distinguishing feature is that in 
certain instances the sale value of such articles is to a larger extent 
related to personal skill or other specialised nature of the services 
which have gone into its making than is the case with the generality 
of articles. At the same time, there are hardly any goods bought by 
the consumer into the making of which some degree of service or skill 
does not enter, and it is obviously difficult to draw a distinction bet¬ 
ween ‘ordinary’ articles and ‘special’ articles on the basis of the 
degree of service or skill which has entered into their making. In 
practice, certain States exclude special categories such as photogra¬ 
phers, etc., from the scope of the sales tax. We consider it unneces¬ 
sary to make any specific recommendations in this context. 

The third category may be illustrated by a bill from a hotel 
which covers both food and services or by a building contract in 
which the charges made cover the value of services as well as the 
cost of materials. In such cases, the only difficulty which presents 
itself is that of separating the charges for goods sold from all other 
charges. For this purpose, different formulae for varying contexts 
are adopted by different States and we consider the position to be 
generally satisfactory. 


4. It has been held by the Uttar Pradesh High Court that State 
0 , „ . Governments have no power to tax transactions 

dons in 0n forward' in the forwar d markets which do not result in 
markets delivery of goods and therefore do not result in a 

‘sale’. Irrespective of the legal position, we consi¬ 
der that the levy of a stamp duty would be a more appropriate way of 
taxing these transactions than a tax on sales. We also consider that 
the stamp duty is best recovered through the clearing house which 
every important forward market keeps or, if it does not, ought to be 
made to maintain. We deal with this subject at greater length in the 
chapter on Stamp Duties. Briefly, it would be impracticable to keep 
track effectively of individual transactions and of the parties to the 
individual transactions without the intervention of an organised 
clearing house. Moreover, the transactions in the forward market 
are not comparable to sales of goods in the ready market—the 
transference of risk through repeated sales and purchases without 
actual delivery is one of the main cnaractericiics of many of these 
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markets—and the rate of taxation on the resultant turnover would 
have to be so low as to make the levy itself wholly dissimilar to the 
sales tax as it is ordinarily operated. 

5. Turning to the proposed levy of tax on the sale of newspapers 

and on the sale advertisements which appear in 
Sales tax on news- them, we may note that, prior to the passing of 
papers and on adver- a re p ea ij n g enactment by Parliament under the 
papers* 1 * m ” e powers vested in the Union by the Constitution, 

newspapers were subject to a sales tax in 
Madras, while advertisements in newspapers were taxed in 
the Bombay State. It is of course only the Union that can 
now levy either of these taxes. While the exercise of this 
power need not be ruled out for all time, there are certain consi¬ 
derations which arise from the present stage of development of the 
Press in this country and which have to be taken into account. 
There are many newspapers with relatively small circulation. To 
this category belong most of the newspapers which are published in 
the regional languages of the country. A sales tax would entail 
on these a degree of hardship disproportionate to the revenue; so 
would an advertisement tax to the extent that an increase in adver¬ 
tisement costs might be expected to have the effect of diverting 
advertisements from this class of newspapers. It would, therefore, 
be reasonable to postulate that a large variety of newspapers would 
have to be exempted from sales tax and advertisement tax in the 
event of these being levied at the present time. The exemptions 
will add to the difficulties of administering the tax. In any case, 
and apart from these exemptions, the revenue itself is hardly likely 
to be substantial, since various considerations relevant to the pre¬ 
sent condition of the Press in India would necessitate relatively low 
rates of levy. On the whole, therefore, we are of the opinion that 
the proposed sales tax and advertisement tax on newspapers would 
not, at this stage, be worth the fairly widespread opposition which 
may be expected and which ex hypothesi will be vocal. 

6 . We proceed to a discussion of some of the alternative schemes 

of sales (or purchase) tax suggested in replace- 
Feasibility of ‘selec- ment or modification of the existing systems, 
rive’ sales tax levies It has been urged by some that the bulk of the 

receipts from the sales tax is derived from a few 
important commodities, and that it should be possible to derive the 
same revenue by restricting the levy of the tax to these specific 
commodities. This, it is urged, would make a relatively small num¬ 
ber of traders liable to the tax and leave the majority of them free 
from the inconveniences and difficulties arising from the imposition 
of the tax on their sales. An analysis of the receipts according to 
commodities for a few States for which the information is available 
indicates that it would not be correct to assume that only a small 
number of dealers would be involved if the tax was confined to the 
principal commodities from which it is derived. In Madras, 
the items which yield the largest revenue are paddy and rice 
(Rs. 164 lakhs), provision stores (Rs. 132 lakhs) and mill cloth 
(Rs. 139 lakhs). In Mysore, the main receipts are from provision 
stores (Rs. 21 lakhs), cotton cloth (Rs. 19 lakhs), oil-seeds and vege¬ 
table oils (Rs. 7 lakhs), coffee (Rs. 4 lakhs), and hand-loom cloth 
(Rs. 4 lakhs). The figures for Orissa are: coarse and medium c’oth 
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(Rs. 18 lakhs), cotton and cotton yarn (Rs. 4 lakhs), and vegetable 
•iLs (Rs. 3 lakhs). The dealers who trade in these articles are 
spread over both urban and rural areas. If the tax was collected 
from them alone, therefore, the number of traders who would have 
to be registered would by no means be small or compact, nor would 
k be possible to claim for the resulting system that the burden of 
tax compliance was placed on those most able to bear it. Further, 
the restriction of the tax to a few selected articles of common con¬ 
sumption would, from the point of view of revenue, make it neces¬ 
sary to levy the tax at a high rate. To that extent, the incidence 
on the less well-to-do classes would be higher and the tax system 
more regressive than at present. On the other hand, a general sales 
lax, either multi-point or single point, would cover both a wider 
range of commodities and a larger number of dealers than a selec¬ 
tive sales tax of the type suggested; in consequence, as compared 
with the latter, the general sales tax would in point of rate be 
lower and in point of incidence less open to objection. 


7, It is necessary to give somewhat more detailed consideration 

t0 1116 suggestion that what has been termed 
1116 <first stage single-point tax’ should be intro- 
duced in replacement of the existing systems. 
Foreign experience is sometimes cited in support of this proposal. 

In certain countries, and in particular where the sales tax is 
levied by the Central or Federal Government of the country, the 
tax is often collected from the importers, manufacturers and whole¬ 
salers, e.g., Australia, New Zealand, Pakistan, Canada (Dominion 
•ales tax) and U.K. (purchase tax). One advantage of such an 
arrangement, where the organisation of the trade as a whole makes 
it feasible, is that the tax can be recovered from a small, compact 
and readily supervisable body of dealers. The dealers, moreover, 
would be those best able to maintain the requisite records and 
accounts, even if the requirements were relatively complicated. 
Further, the consumer himself is not brought face to face with the 
tax as much as under a retail sales tax system where it confronts 
him every time he makes a purchase. In India, it is only in Madhya 
Bharat that the tax is levied at the first point, i.e., on the manufac¬ 
turers, importers and wholesalers. Elsewhere, as we have seen it is 
■variously levied at all stages or two stages and, when levied at’ only 
ene stage, this is usually the retail stage of sale. 

8 . The first-point tax, to-be effective from the point of view of 

cionatrtnnc f - . revenue, should be one which covers, directly or 

Scales S 8 indirectly, an adequate segment of the totality 

of sales transactions. It is not necessary, of 
course, that every transaction should be brought within the opera¬ 
tion of the tax; those pertaining to articles which may be ignored 
lor revenue purposes (either as unimportant or as included among 
those exempted) may in any case be left out of consideration; but 
the majority of other transactions should be within the radial ambit 
of collection at the first stage. It is evident that this can happen 
only where the bulk of trade and business in the relevant articles 
is so organised that it ‘fans out’ from a few big manufacturers, im¬ 
porters and wholesalers. In other words, the retail trade must get 
its supplies of goods almost entirely from such manufacturers, im¬ 
porters and wholesalers. These conditions will be found only in 
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those countries in which both production and imports are large scale 
and organised. Where, on the contrary, production is medium or 
small scale, the points of production and import are relatively dif¬ 
fused, and trade for its part shares more or less the same charac¬ 
teristics, the first-point tax on manufacturers, importers and whole¬ 
salers would leave a large number of small producers and small 
traders outside the tax orbit and the revenue realised from the sales 
tax would be small. This difficulty would be so great as to make 
such a tax unworkable even if it was the Central Govern¬ 
ment that collected the tax; it would be much greater for the State 
Governments which, each within its own territory, 'would have to 
deal with one arbitrary part of the total organisation of production, 
import and distribution. 


9. In view of the insistence with which the first-stage tax is 
.. . _ advocated by those who regard it as a cure for 

pokrt saleTtax “ ^ the ills of the sales tax, dt is desirable to exa¬ 
mine in somewhat greater detail its different 
implications as well as" its. suitability to Indian conditions. The 
principal advantage that is claimed for the first-stage tax is that it 
renders administration easy as the tax-payers are smaller in num¬ 
ber and more capable of complying with the requirements of the tax 
authorities. While this may be true of certain other countries—in 
Canada, it is estimated, a retail sales tax by the Dominion Govern¬ 
ment would have covered 250,'000 dealers whereas its present tax 
covers only 34,000 dealers—it is not of valid application to condi¬ 
tions in this country. If the States in India were to adopt the first- 
point tax, the reduction in the number of dealers liable to tax would 
not be anywhere near being as substantial. A statistical analysis 
for Bombay, for example, has shown that in 1949-50, out of 62,145 
registered dealers, 24,863 were retailers while as many as 37,282 
were producers, manufacturers and importers. The suitability of 
the first-stage sales fax for that State was examined by the Bombay 
Sales Tax Enquiry Committee, 1946. The Committee says: — 


“A tax on producers, manufacturers or importers will, it is 
pointed out b't"its advocates, be easy to collect and will 
not involve any hardship to them. They point out that 
there will be a fewer number of such dealers to assess for 
the Sales Tax Department and the dealers being organised 
and well staffed, will not feel the burden of maintaining 
the additional accounts necessary for the tax. In our 
opinion, it will not be correct to say that all producers or 
manufacturers are organised and well staffed. There will 
be numerous small manufacturers and producers who are 
neither organised nor well staffed. There are workers in 
handicrafts, manufacturers of articles used in large indus¬ 
tries etc., who would be liable to pay tax under this system 
and who would find the necessity of maintaining accounts 
to suit the tax requirements. at least as irksome as small 
dealers. Further, the work of the Sales Tax Department 
in checking evasion will not 'in any way, be easier. In 
the case of importers, the scope for evasion will be parti¬ 
cularly large, as imports would, not only be by rail or 
steam'er, 'but also by road, through postal delivery or by 
coastal traffic. Moreover as most of the retailers 
themselves import some goods or other from abroad or 
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from neighbouring Provinces or States, they would be 
liable to pay tax and have to maintain separate accounts 
of such imports. Accordingly the number of dealers to 
be assessed will not -be as small as the advocates of this 
system suppose it' to be. It is evident therefore that 
under this system of taxation, there wnTnat 1 be much 
relief either to the dealers, or to the Sales Tax Department.” 

10. Moreover, the first-point sales tax has certain-disadvantages 
Disadvantages of a as compared with a single-point tax such as is 
first-point sales tax usually collected from retailers: — 

(i) If the goods sold by the importers and. manufacturers pass 
through one or two additional stages" before they reach 
the consumer, the effect of the tax,will be cumulative; as 
the margin of traders’ profit varies' from; commodity to 
commodity, the incidence of the tax on the final price to 
the consumer will vary according to this margin. 

:(ii) Where the ‘wholesaler’ sells not only to retailers, but also 
direct to consumers, ther,e will be disparity between the 
prices he charges to the consumers and those which the 
retailers charge. 

(iii) A single-point (retail) sales tax can be made applicable 
to a larger number of " dealers - and goods than the first- 
point tax. - In terms of obtaining th'e same revenue, there¬ 
fore, the' rate of the first-stage has' to be much higher than 
that of the single-pofnt levy.' To that extent- it provides 
larger incentive for evasion. - 

11. A first-point sales tax, therefore, is not a suitable form of 
_ . ., _ sales taxation for general adoption in this coun- 

tailin' tr y- 11 has however certain limited uses as a 
certain cases part,, of, or In combination with, the other 

systems. Madras, Mysore, Uttar Pradesh and 
Bombay either levy a first-point tax or charge specially high rates on 
‘luxury’ goods. The Bengal Government have recently introduced a 
first-stage sales tax on cigarettes, in replacement of the retail sales 
tax, in order to reduce evasion. According to the State Govern¬ 
ment, the extension of this tax to other articles will be possible 
only if the following conditions are" satisfied by the particular 
commodity: — 

(1) it is not a raw material; 

(2) the manufacturers and importers are not top; many in 
number and are generally such well-ekablished parties 
that they cannot easily disappear; 

(3) if the commodity is exported out of the State, the manu¬ 
facturers should themselves be the exporters,, as; far as 
possible; and 

(4) the imports, if any, should be so canalised'as. to admit of 
effective checks. 

The conditions mentioned by the Bengal Government point to the 
same conclusion as we have indicated, viz., that only a limited use 
-can be made in this country of the first-stage single-point tax. 



40 


12. It remains tq.mention in this context the special case off 

„. _, . ‘petrol tax’, which in some respects is a variant. 

Sales tax on petrol q£ thg Onstage tax at one point. The tax on 

petrol is imposed by a separate measure of sales taxation in most 
States, and the rate of the tax is much higher than that of the ordi¬ 
nary sales tax, being as high as six annas per gallon in many States. 
The suggestion is sometimes made that other articles should be 


selected for specific treatment analogous to that accorded to petrol,, 
including a specially high levy. The essence of the petrol tax, from 
the point of view of system of levy, is that it is collected from whole¬ 
salers or from retailers, but not from both. In either case, of course, 
the points of distribution of petrol are well defined, relatively few 
and readily controlled. Further, there are special reasons why a 
rate of tax significantly higher than even the ‘luxury’ rates of sales- 
tax has been practicable in respect of petrol. If a similar tax is to- 
be levied on other commodities, they must satisfy certain require¬ 
ments which petrol happens to fulfil. These conditions may be said) 
to be as follows:— 


(1) the article must be one which is channelled through a? 
manageable number of dealers all of whom are in a position^ 
to keep the requisite accounts, give vouchers and so on; 

(2) it must not be one which is partly channelled through, 
dealers of the above description and partly through others- 
(who cannot maintain the accounts, give vouchers, etc.); 

(3) it must not be one which the consumer can readily buy 
outside the State of his residence, thereby avoiding or 
evading the tax or paying instead the lower tax of another 
State: and 

(4) it must be one which can ‘bear’ the tax which, for the- 
special arrangements to be worthwhile, would have to- 
be a relatively high tax. 

Petrol, at one extreme, is almost a ‘pure’ example of an article which 
satisfies these requirements. Hardly any other article fulfils them in 
the particular conditions of import, production and distribution of 
this country; hence the need to fall back on the General Sales Tax for 
the larger part of the revenue derived in this context by State Gov¬ 
ernments. 


13. We may now consider briefly the suggestion that a low multi- 
point tax might suitably be adopted by all States 
°5 . in replacement of their present systems. It is 

hTau'states * claimed that this will bring broadly the same 
revenue as at present to State Governments, 
while at the same time substantially reduce the difficulties now ex¬ 
perienced by the trade. This proposal has in particular been urged 
by the retail dealers of States which levy a single-point tax. A low 
rate extending to all commodities without exception would no doubt 
make the accounts much simpler and to that extent be of great ad¬ 
vantage to small dealers. Revenue and administrative considerations, 
however, make this suggestion unacceptable. A low rate —i per 
cent, is what has been usually suggested by the sponsors of the 
proposal-—will not, even if it is made applicable to all commodities, 
give the States the revenue which they now derive. The assertion 
to the contrary made by those who put forward this proposal is 
based on the assumption that most commodities change hands four 
times in the course of trading before they reach the consumer. This- 
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is certainly not true of foodgrains, for example, or of the products 
of animal husbandry, fisheries and small enterprises. We may refer 
to what the Madras Government have pointed out in defence of the 
sales tax it levies on foodgrains, viz., that for the larger part the 
cultivator consumes what he grows on his own field and that there are- 
not more than two stages of sale before the foodgrains (other than 
imported ones) reach the urban consumer. Nor do other goods 
including ‘luxury goods’ usually pass through the four stages of sales- 
assumed by the supporters of the proposal. Moreover, it would be 
inequitable to levy the same rate of tax on essential commodities¬ 
like foodgrains on the one hand and on goods such as motor vehicles 
and radios, on the other. Further, the proposal in the form in which 
it has been put forward involves the extension of the tax and, there¬ 
fore, of registration, etc., to agriculturists and other primary pro¬ 
ducers in the rural areas, and to hawkers and other small or itinerant 
dealers in the urban areas. Since administratively this would be 
so formidable as to be wholly impracticable, exemptions would have 
to be given in respect of certain classes of commodities and the 
turnover limit so fixed as to exclude several classes of sellers. If 
this is done, and at the same time the present level of revenue sought 
to be maintained, the rate of levy would need to be much higher 
than i per cent. The Madras Government, for example, which; 
of all the States, have the smallest number of exemptions and exclude 
from the purview of the tax all dealers with a turnover of less than 
Rs. 10,000 a year, obviously cannot obtain from a multi-point tax 
of i per cent, the revenue which they now get on the basis of 
a rate of three pies in the rupee, or roughly 1£ per cent. A wide 
coverage for the sales tax is definitely an advantage, and we shall in- 
a later chapter revert to this consideration; but the imposition of a 
multi-point tax of J per cent, on all commodities and on practically, 
all those who sell is clearly not a valid solution if put forward as a 
complete substitute for the existing systems in multi-point or single¬ 
point States, though it may well play a significant role as one of the 
complementary features of a reorganised system of sales tax. 


14. The proposal that States should substitute a purchase tax for 
s , their present system of taxation of sales requires 

purchase fax * more elab orate examination. This suggestion 
has been made by several representatives of 
trade and commerce. It has been discussed, as already mentioned,, 
at a conference of officials, including State representatives, which 
was held in Delhi in November 1953. Apart from the claim put for¬ 
ward by some of those who replied to our questions that the pur¬ 
chase tax is a more ‘rational’ system than the sales tax, the chief 
object of the suggestion, in the form in which it is put forward by 
trade associations, is to solve the difficulties arising from the levy of 
the tax on non-resident dealers. It is stated that this serious problem 
would be solved within the existing framework of the Constitution 
if each State levied a purchase tax on its own dealers and consumers 
and did not attempt to collect it from dealers resident in other 
States. For a brief description of the main features of the purchase 
tax, we invite reference to Chapter I. In considering this tax in con¬ 
nection with the problem of tax levy on non-resident dealers, we 
have to bear in mind that, for the most part, it is of course the’‘im¬ 
porting’ State that is interested in a purchase tax because (a) it is 
within its jurisdiction that the purchase has taken place and (b) 
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■under the Constitution, it is the fact of delivery and consumption 
that gives a State a right to levy the tax. This levy may be either 
on raw material or finished goods. It may also be on dealer or con¬ 
sumer. So far as the latter is concerned, however, a purchase tax is 
practicable only in very limited contexts, e.g., purchase of motor 
cars or other conspicuous and readily detectable articles. A con¬ 
sumer’s purchase tax has been adopted by certain States for articles 
of this kind when bought from dealers of other States; but its limited 
application makes it a very negligible source of revenue. 


15. The suggestion that the States should levy a purchase tax on 
... . . f their own dealers, who have bought the goods 

purchase^ax° * rather than on the non-resident dealers who 

have sold them, may seem attractive; but it has 
many serious limitations. Where the non-resident dealer has sold 
goods to a registered dealer of the consuming State, a sales tax on 
the goods will later, be recovered from the resident registered dealer. 
The purchase tax is therefore of no advantage from the revenue 
point of view. At the most it can only assist by enabling a check 
to be exercised at the purchase end of the resident registered dealer’s 
transactions. Where the non-resident dealer sells to an unregistered 
dealer or a consumer of the importing State, a purchase tax on the 
resident unregistered dealer, since he is outside the administrative ar¬ 
rangements for collection, is ex hypothesi impracticable. A purchase 
tax on the resident consumer has only a limited use as already ex¬ 
plained. It follows from the above that a purchase tax on resident 
registered dealer or consumer is much less attractive from the point 
of view of the importing State than an extra-territorial sales tax on 
the non-resident dealer. In the latter case, especially if sufficient co- 
operation is forthcoming from-the Government of the despatching 
State, it will be possible to collect the tax not only on transactions 
with resident registered dealers but also with resident unregistered 
dealers and resident consumers. That is why most States which 
have assumed such jurisdiction are unwilling to give it up. This 
applies in particular to States which have little by way of distribu¬ 
tive trade within their own territories, e.g,, Assam, Bihar or even 
Madras. These States find it more convenient, and from the revenue 
point of view more profitable, to go to the non-resident distributive 
trade situated in places such as Bombay and Calcutta. v On the other 
hand, if we consider the States of Bombay and Bengal, which have 
large and important, sections of distributive trade as well as high 
and medium grade consumption within their own territories, we find 
that Bengal is opposed to, and Bombay is not enthusiastic about, 
the expedient of one State Government extending.its jurisdiction to 
-dealers of another State and attempting to collect the tax from them. 
On certain raw materials, for example, Bombay is content to impose 
a purchase tax at the point at which these are bought by the import- 
ing dealer or manufacturer; so far as finished goods are concerned, 
it imposes the purchase tax more by way of a check at the buying 
end than as an alternative form of tax. Bengal has refrained not 
only from taxing non-resident dealers, but also from imposing any 
purchase taxes. 


A further point to be mentioned is that multi-point States such as 
Madras stand to gain more revenue from collection of the tax on non¬ 
resident dealers than by imposing instead a purchase tax on their 
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own dealer. This happens because, if extension of tax power to non¬ 
resident dealers is conceded, one more link is added to the multi¬ 
point chain of the particular transaction; whereas a purchase tax on 
the importing or resident dealer cannot be combined with a sales tax 
on the same transaction. 


Added to these considerations is the difficulty of getting different 
States with different interests to act in co-ordination for the purpose 
of enabling the importing State to levy a purchase tax on its own 
dealers. For, the purchases cannot be effectively checked unless they 
are related to the sales by the non-resident dealer. If extra-territorial 
jurisdiction is not to be exercised, it follows that the Government of 
the exporting State should volunteer to obtain and supply to that of 
the consuming State the requisite information from the despatching 
dealers. This in most cases- the exporting State is not prepared to 
do, for it usually means a great deal of trouble without any com¬ 
mensurate advantage to itself. 


Replacement of 
sales tax by an 
extension of excise, 
customs and octroi 


For all these reasons, a purchase tax is clearly not an effective 
solution for the particular difficulties it is supposed to solve. 

16. Lastly, we may examine the suggestion that the sales tax may 
well be abolished since the same revenue, with 
broadly the same incidence, can equally well be 
secured by an extension of excise, customs and 
octroi. All goods, it is argued, are either pro¬ 
duced in the country or are imported from out- 

. side; excise and octroi can be so designed as to 
secure the requisite additional revenue 1 on the former category and 
customs can be similarly modified to take care of the latter. ' 

17. Superficially, it may seem that the sales tax is similar to cus¬ 
toms, excise or octroi. Judged merely from the point of view of the 
incidence of the tax on consumers there is arguably not much 
difference between the sales tax and these other taxes to the extent 
that they fall on the same commodities. From this is drawn the 
inference that the sales tax has no distinctive place in the tax struc- 
ture of the country. This reasoning does not take account of certain 
fundamental features of the sales tax.. It should be clear from the 
description of ,the evolution of the tax and the analysis of its features 
set out m the foregoing chapters that the three main characteristics 
0 if sae ‘^ ^ ax a ? ^ ^ as developed in this country are: (i) a lew 
which applies or is sought to be applied to the generality of goods 
as they reach the stage of consumption; (ii) an incidence which vir¬ 
tually falls m its entirety on the- consumer, and (iii) a mode of col¬ 
lection which is almost wholly based on the fixation on the dealer of 
the responsibility to pay the tax. In combination, these three charac¬ 
teristics distinguish the sales tax from excise and octroi. Excise is a 
tax on goods \vhich are manufactured or produced, and is therefore 
on production and not on sales or proceeds from sales. A certain 
amount of confusion arises because at the stage where the goods 

leave the manufacturer, these two taxes—excise and sales tax_ 

give the impression of overlapping. But the overlapping is only 

Excise .duties are collected from the manufacturer on his 
P,i ctlo f even,, if there are no sales, whereas the sales tax is col¬ 
lected only when the manufactured goods are sold. Further excise 
duties usually have proximity to the points of production. More¬ 
over, for very good reasons, excise duties are necessarily selective 
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and therefore the rates of duty are normally high, whereas the sales- 
tax operates at different points of the trade channel, over a larger 
number of commodities and in varying degrees of proximity to the- 
final consumption and can therefore be levied at comparatively low 
rates. It also follows that the sales tax can be varied in relation to- 
the different grades of consumers in a manner which is not generally 
open to excise. In other words, sales tax can take cognizance of the- 
varying degrees of specialisation and differentiation which occur in. 
goods as they leave the stages of production and primary processing, 
with which excise is concerned. 

18. Octroi, as a tax at the point of entry into a specialised area,, 
is in many instances unrelated to the different grades of consump¬ 
tion, e.g., goods consumed by the poor and those consumed by the 
relatively well-to-do classes. It is collected from the consignor, 
carrier or consignee and not necessarily from the dealer. Besides,, 
it suffers from certain obvious limitations and disadvantages which, 
disqualify it from being considered as a major source of revenue. 

19. The third item of taxation mentioned is customs. By them¬ 
selves it is clear that customs duties cannot replace the sales tax. 
Many goods that are imported are matched by goods which are pro¬ 
duced within the country, and which can presumably be subject to- 
excise duties. But we have already seen that excise duties are diffi¬ 
cult to apply to domestic production which is undertaken either on. 
a small or a medium scale; and these form a significant portion of 
total industrial output. Since, therefore, excise cannot be extended 
to all domestic industrial goods, whether they match imports or not, 
and since excise, as mentioned above, cannot extend to all the goods, 
so produced, it is obvious that no combination of excise and customs 
can yield the same results, in terms of revenue, as a system of 
sales tax which, through its operation at points nearer the consumer, 
can take ail such goods within its purview. 

20. The merit of the sales tax as a major source of revenue lies 

Merits ofthe sales 111 t] ? e fact that h is dispersed over a large 
tax number of goods and of dealers, and this makes 

possible the realisation of substantial revenue 
from a comparatively low rate of tax, whereas, by definition, customs 
and excise apply only to a strictly limited portion of the industrial 
output that is sold within the country. Even if the sales tax were 
levied, not by the States as at present, but by the Central Govern¬ 
ment on an all-India basis, it would not, in the circumstances men¬ 
tioned, be a superfluous item in the tax system which could be con¬ 
veniently and effectively replaced by a combination of excise customs 
and octroi. 

21. Our analysis of the suggestions made for a change in the pre¬ 
sent system of sales tax has made it clear that they constitute no 
solution of the problems created by the working of the sales tax 
within the context of the existing Constitution. We have not dealt 
however, with the suggestion that the sales tax should be removed 
from the State List and entrusted to the Central Government for 
administration. To this suggestion as well as the entire question of 
the place of the Lnion ms-a-vis the States in regard to the sales tax. 
we turn in the next chapter. 



CHAPTER IV 

THE UNION, THE STATES AND THE SALES TAX 

The future of the system of sales taxation in India demands deci¬ 
sions on major issues of policy. The most 
Need for a £eapprai- important of the issues is the place to be accord- 
problem . ed in that system to the Union and the States. 

For a decision to be reached on this issue, there 
has to be a reappraisal of the problem. The reappraisal must un¬ 
doubtedly be in terms of the country as a whole, but necessarily also 
of the country as comprising individual States. If we cannot ignore 
the effects of the tax beyond the boundaries of individual States— 
and indeed, as we have seen, the inter-State problems are such as to 
call for prior attention—neither can we lose sight of the significance 
of the sales tax for the Government of each State. It is on the basis 
of this broad consideration that we examine in this chapter, the pro¬ 
blem of the sales tax as it emerges from the account already given 
and as it will be seen in the light of the further facts which will be 
cited. Also included in this chapter are the conclusions we draw 
from our examination and the recommendations which we base on 
those conclusions. It would be convenient to start, in anticipation of 
our findings, with a concise statement of our assessment on the main 
problem, then elaborate the analysis on which that assessment is 
based, sum up our conclusions in some detail and, lastly, set out our 
recommendations in concrete terms. 

2. If our main conclusion may be tersely expressed, it is that the 
, . _ T . States cannot do without the sales tax and, in 

Sd CC the Stausto terms of two or more States > the sales tax can- 

the sales tax sys- not do without the Union. There is in the sales 

tern. tax system, not only a place for the Union, but 

an insistent need to give a place to the Union. 
That place is the whole sphere of inter-State sales. The States’ sphere 
is complementary. Broadly speaking, it is the whole sphere of intra¬ 
state sales as at present. In the absence of more powers for the Union 
than now vest in it—that is to say in Parliament and in the Central 
Government—the inter-State sphere of sales taxation is occupied by 
Constitutional rigidities, occasionally diversified by judicial inter¬ 
pretation, instead of by law and administration that can adapt them¬ 
selves to changing needs. That law and administration in the inter¬ 
state sphere should formally, and when need arises effectively, be 
with the Union; in actual practice, the administration should, in their 
individual jurisdictions, be delegated to the States. The revenue, 
inter-State or intra-State, should wholly devolve on the appropriate 
States. In the intra-State sphere, the States should be free to deve¬ 
lop systems suitable to their varied conditions. There will then be: 
in each State a system adapted to its own needs, and for the whole 
of India a composite one in which effective co-ordination will be 
possible between State and State and between the States and the 
Union. This then is our main finding compressed into terms of which 
further explanation is necessary and will in due course be given. 
Meanwhile we may turn to a somewhat detailed appraisal of the 
facts themselves.. 
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3. The sale? tax has been a subject of complaint by trade and in¬ 
dustry ever since its introduction. The grounds 
Effect of different of complaint are twofold: first the effects of the 
systems of sales gales tax on the trade internal to each State and, 
in du stry* trade and to an even greater extent, its effects on inter¬ 
state trade. It is, as we haye seen, the dealers 
who are made responsible for payment of the sales tax to Govern¬ 
ment. The burden of tax compliance, as distinguished from that of 
tax incidence, is thus avowedly on the trader. The class of traders 
affected differs for different systems and different States, but one or 
more classes are always affected. We find, therefore, that whatever 
may be the system of tax prevailing in a State, there is always, from 
some section or another of business interests, an agitation against 
the system in force and a clamour for its replacement by another. 
In a single-point tax system, where the importers, manufacturers 
and wholesalers are not liable to pay the tax and the cost of produc¬ 
tion of industries is safeguarded by the exclusion of certain essential 
raw materials, the opposition comes mainly from the retail mer¬ 
chants who, apart from such difficulties as they may experience in 
passing on the tax to consumers, find themselves obliged to maintain 
the various accounts required by the administration. There is oppo¬ 
sition also from the consumers who directly feel the burden of a 
high rate of duty. In multi-point States, on the other hand, there is 
often a demand for a changeover to a single-point tax; this is mainly 
from the organised sections of trade and industry, i.e., importers, 
manufacturers and traders who have to pay tax on raw materials 
and manufactured goods at more than one point. The demand is on 
the ground that their competitive capacity is affected in comparison 
with the traders and manufacturers of other States which either do 
not tax raw materials or tax them, as also manufactured goods, at 
only one point. Opposition also comes from the trading community 
at large on the ground that the multi-point tax tends to bring about 
a reduction in the trade links between the manufacturers and im¬ 
porters on the one side and the retailers on the other, thus causing 
diminution of business and unemployment. In regard to inter-State 
trade, the measures, which have been taken by different States subse¬ 
quent to the Supreme Court’s judgment, have made matters worse for 
traders. With certain exceptions, each State now seeks to recover 
its tax from the non-resident dealer who delivers goods for con¬ 
sumption within its territory. Traders in distributive centres like 
Bombay, Calcutta and Delhi find that they have to seek registration 
under the Sales Tax Acts of practically all States. They are called 
upon to send returns, submit their books of accounts for examination, 
be assessed to tax by an officer of each State and make payments in 
accordance with such assessments. As a consequence, the demand 
from interests representing trade, industries and commerce some¬ 
times takes the extreme form that the sales tax should be Centrally 
administered so that the problem of inter-State trade would be solved 
and complete uniformity assured in the rate of tax, exemptions and 
procedure and indeed in the system generally. 


4. While, thus, trade and industry on occasion urge that the sales 
w ... . tax should be centralised, this pronosal is strong- 

Piace of sales tax in ly opposed by pract i ca iiy all the States. As h as 

been noted, the sales tax now is not only among 
the largest single sources of revenue to the State 


the State financial 
system 
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Governments, but is also a source which has shown the greatest flexi¬ 
bility in terms of revenue yield. Moreover, the sales tax has become 
aniHtegratpart of the State financial systems, having been in force in- 
some States for as many as ten to fifteen years. The financial struc¬ 
ture of the States would be considerably dislocated if, at this late 
stage, so important and flexible an item of revenue as the sales tax 
was removed from the State List and transferred to the Union List. 
The argument that the receipts from the tax can be distributed to- 
the States and their finances not adversely affected, does not take 
into account the many practical difficulties attendant upon the cen¬ 
tralisation of a tax with such strong local moorings as the sales tax. 
In the rates at;which it is levied,, whether these be the ‘ordinary’ 
rates pertinent to articles in demand by the well-to-do classes, in the 
different items, sometimes many and sometimes few, that are ex¬ 
empted on general or local grounds or in the. context of specific 
objectives, in the definition and demarcation, by megns of prescrib¬ 
ed limits of turnover, of those sections of the trade through whom 
the tax is to be collected—in all these and other important respects, 
the chief characteristic of the sales tax today is its elasticity as a 
fiscal instrument: an elasticity which enables State Governments to 
adapt and modulate it in its application to the widely differing condi¬ 
tions of the different States of India. This elasticity must remain, if 
the sales tax is to remain. Centralisation of the tax must be ruled 
out if only on the ground that it is inconsistent with the preservation 
of this elasticity. 

5. In short, grades of consumption as well as classes of dealers 
Complexity of sales S^catly from State to State. In the de¬ 
tax problems tailed design, as in the operation, of a proper 

system of sales tax, the capacity of the consumer 
to bear the tax and of the dealer to keep the appropriate accounts 
are matters of great practical importance. Where a State is more 
rural than urban, the range of consumption which will have to be 
taxed for ensuring a large enough revenue tends to extend to the 
interior of the State, i.e., to its smaller towns and even rural areas. 
For the same reason, the range of distributive trade concerned with 
the levy and collection of tax .tends to extend, not only to the 
medium, but also to the small dealers, who normally would be large 
m number and widespread in location. Where the tax is related to 
more urbanised consumption, the pattern of trade, as well as of pro¬ 
cessing and manufacture, will present a series of different problems 
strongly localised in character, and therefore varying from State to’ 
State; and there will be need for quick and continuous response on 
the part of the sales tax machinery, including readiness to readjust 
rules and procedure, in order that the legitimate requirements may 
be met, as and when they arise, of producer, manufacturer and pro¬ 
cessor and of commission agent, dealer and consumer. It is true that, 
the coverage of tax-collection extending from urban to semi-urban 
ana rural areas, the number of medium and small dealers actually 
or potentially included within the spread of the tax jurisdiction and 
the magnitude and complexity of the difficulties which confront the 
tax-administration are features which are common to most States 
At the same time they vary considerably in character and composi- 
tion from State to State and taken together present a large and 
almost bewildering variety of problems. In face of this, it would be 
almost impracticable for any departmental agency of the Central 
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Government to administer the tax; and, what is specially important, 
it would be hardly possible for legislative and rule-making power 
located in the Central Government to deal effectively and promptly 
with local grievances which often need to be remedied without delay. 
Against this background, we are emphatically of the view that the 
sales tax cannot be transferred from the States to the Central 
Government. 

6. While thus, in our opinion, the tax has to continue to be levied 

National aspects of *>y the + S 1 t / teS ’. ^ here are <; ertain as P acts of the 
sales tax lev y hself which require to be considered from 

the standpoint of the national economy. The 
restrictions on the powers of the State Governments to levy sales or 
purchase tax, imposed under Article 286 of the Constitution, are in¬ 
tended to provide for these aspects. The first of these relates t* 
foreign trade, that is to say, to taxation at the points of imports and 
export and to the need of ensuring that individual State Govern¬ 
ments are not in a position to take action that affects the foreign 
trade of India. The second may be broadly described as the field of 
inter-State commerce; within this field the need which arises is to 
ensure that the sales tax system of one State does not impose an 
arbitrary and unregulated burden on either consumer or dealer of 
another State or unduly interfere with the free flow of such trade 
and commerce. The third, as specified in the Constitution, relates to 
goods essential for the life of the community and in this respect is 
parallel to the power for their part exercised by the State legislatures 
and Governments in exempting various categories of goods from the 
operation of the sales tax within the States. 

7. In regard to foreign trade, i.e., sales which constitute import 

Sales tax on foreign and ex P ort in terms of the country as a whole, 
.trade the present position under the Constitution may 

be regarded as satisfactory. As interpreted by 
the Supreme Court, this position is briefly that those sales and pur¬ 
chases which themselves occasion the export or import, and those 
sales in the State which are effected by the importer by transfer of 
shipping documents while the goods are still beyond the customs 
frontier are excluded from the sales tax jurisdiction of the States. 
Purchases in the State by the exporter for the purpose of export and 
sales in the State by the importer after the goods have crossed the 
customs frontier are held to be not within the exemption. Hardly 
any State has complained about the particular provision of the Con¬ 
stitution which concerns this aspect. We consider the position under 
the Constitution to be perfectly satisfactory so far as foreign trade is 
concerned. 

8. The provisions relating to inter-State commerce and ‘sales out- 

Sales tax on Inter- ? ide . the State’ stand - however, on a different 
State trade footing. As enacted and interpreted, they have 

given rise to major complications for the trade 
and to almost universal protest from the State Governments. Com¬ 
plete exemption of sales outside the State places the exporting State 
in a disadvantageous position. A state with a backward economy 
and relying on revenue from the sales tax leviable on its main 
sources of agricultural or industrial raw materials suffers financially 
from this restriction. The regulation of sales tax in relation to the 
-effect of the system of one State on the consumer or dealer of an¬ 
other State does not necessarily imply that no tax whatever should 
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be charged on inter-State transactions by the exporting State. What 
is necessary is to ensure that the tax, if any is charged, should not 
exceed the limit or limits which Parliament in the interest of the 
country as a whole considers reasonable and which, accordingly, may 
have to be embodied in appropriate legislation or regulation. The 
assumption that control of sales tax in relation to inter-State trade 
can only be on the basis of eliminating the tax element altogether, 
in so far as this pertains to a levy by the exporting State, does not 
seem to us warranted. Unfortunately, this very assumption under¬ 
lies the relevant constitutional provision; and, as we have seen, it 
has led to a number of administrative and other complications. In 
effect, the Constitution lays down that the tax shall go with consump¬ 
tion, and that the exporting State shall not be entitled to levy any 
part of it. The Supreme Court’s interpretation is that the State 
where the goods are delivered for consumption is entitled to tax the 
sales of such goods. The constitutional provision, in conjunction 
with judicial interpretation, and the manner in which the interpreta¬ 
tion has been understood, has virtually brought about the following 
position: that State alone can levy the tax in which the consumer is 
situated, but it can collect it not merely from its own dealers but 
from those of other States. This has had two conspicuous effects. 
Certain States have been attempting to extend their tax jurisdiction 
to dealers in other States. At the same time, since such jurisdiction 
can, in practice, be exercised only over the registered dealers of the 
other States concerned, it has been found profitable for consumers 
and unregistered dealers of the tax-collecting State to make pur¬ 
chases from other States. This is only one aspect of the type of 
evasion which has developed. Even where the consumer or un¬ 
registered dealer of the tax-collecting State buys from a registered 
dealer of the despatching State, the collection of the tax from that 
registered dealer is obviously a difficult proposition for the State in 
which the consumer is located. This difficulty could have been sur¬ 
mounted if there was complete co-operation and co-ordination be¬ 
tween the two States, i.e., the one in which the registered dealer is 
situated and the other in which the consumer or unregistered dealer 
is situated. Such co-ordination can hardly be expected, and in 
practice hps been lacking, for the reason (.among others) that the 
exporting State has no interest in the transaction; it does not get any 
revenue out of it under the present provisions of the Constitution. 
The efforts of different States to extend their jurisdiction to dealers 
of other States, the large volume of evasion which has developed in 
inter-State trade transactions and the want of co-ordination between 
States are three important considerations to be kept in mind in decid¬ 
ing whether the exporting State should continue to be denied the 
power to levy any tax whatsoever on a transaction which results in 
consumption in another State. 


9. That is not all. Another important point to be borne in mind 
in this context is the difficulty of adopting a 
line of treatment which is equally applicable to 
single-point and multi-point systems. In an 
‘incidence controlled’ system, such as is repre¬ 
sented by the single-point scheme of sales taxa¬ 
tion, the total tax levied by the States on any 
one transaction can be readily determined and it is therefore easy 
to ensure that the whole oh the tax is eliminated at the 
318 M of F—4 


Effect on inter¬ 
state trade of res¬ 
trictions on sales 
tax under different 
systems 
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point of sale by the dealer of one State to that of another. 
In a multi-point system, it is obvious that no such effect 
can be ensured: the tax collected at all stages except the last, 
i.e., at all points previous to the ultimate one which results in export 
to another State, has already accrued to the State Government; its 
total incidence is not known, because the total number of points at 
which the multi-point tax has been levied is not readily ascertain¬ 
able. The constitutional provision, as it has operated in relation to 
multi-point system, has therefore affected only the ultimate point of 
sale when the goods are transferred from one State to another. In 
effect, therefore, multi-point States can retain an appreciable por¬ 
tion of the tax on such transactions in contravention of what may be 
regarded as the intention of the Constitution. There is no way of 
altering this position except by altering the multi-point system itself 
in the States which have adopted it; and that, except in certain 
respects and to a limited extent, is neither feasible nor, as we shall 
see later, desirable. 


10. The third restriction relates to the taxation of “goods declared 
„„ e . by Parliament by law to be essential for the 
tion C on °ale™tax on life of the community”. There is one important 
essential goods distinction in principle between ‘essentiality’ 

and ‘.inter-State trade’ as grounds for limiting 
the relevant powers of the States, that needs to be empha¬ 
sised. In regard to ‘inter-State trade’, the Constitutional res¬ 
triction operates between the Government of one State and the 
consumers and dealers of another. On the other hand, in regard to 
‘essentiality’, it empowers Parliament and the Central Government 
to intervene in the internal tax-system of a particular State. It 
virtually empowers the Central Government to step in between the 
Government and the consumers of that State and directs the former 
either not to tax certain ‘essential’ commodities or not to exceed a 
stated level of taxation in respect of them. This important distinc¬ 
tion, together with the conception of ‘essentiality’ itself, has tended 
to be blurred for various reasons. There is logically no reason why 
the Central Government should not declare different sets of com¬ 
modities to be ‘essential’ to the people of different States. But, 
naturally, the Central Government in this matter thinks almost in¬ 
variably in all-India terms. As a result, the exercise of the Central 
power of exemption has tended to concentrate itself on such goods 
as are of importance not to individual States, but to States gene¬ 
rally. In this process, attention has largely been attracted to com¬ 
modities of importance in inter-State commerce; and accordingly 
there has been a significant degree of overlapping between the two 
logically different concepts of essentiality from the point of view 
of the life of the community and importance from the point of view 
of inter-State trade. Besides, the Constitutional provision does not 
extepfl to goods on which sales tax had already been imposed by the 
States at the time the relevant Central Act (under that provision) 
came into operation. Many commodities, therefore, even of the 
strictly ‘essential’ category, continue to be taxed by certain States 
for internal purposes. Yet another fact, which State Governments 
have brought pointedly to our notice, is that in a few instances (e.g. 
petrol) the.result of applying the ‘essentiality’ provision has been tc 
put a statutory bar on increasing the sales tax lew on an article 
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■without any corresponding restriction as to the duties of customs or 
•excise or both leviable on that article. 

11. It is therefore necessary to examine with some care the im- 
, .. . f plications of the constitutional restriction impos- 

‘essentiality'’ in the ® d on . the States on the ground of ‘essentiality’, 

^context of internal wnce if is assumed that some restriction in the 
trade of a State field of inter-State trade is necessary and should 
be provided for in the Constitution and further 
•regulated by Central legislation, the issue of ‘essentiality’, in the 
context, of the Constitutional restriction, resolves itself into the fol¬ 
iowing question: in the purely internal aspect relatable to the in¬ 
terests of the consumers of a particular State, should the Parliament, 
m addition to the State legislature, have the power to declare that 
certain goods should be free of sales tax or be charged not more 
than a certain rate of sales tax? The answer to this question de¬ 
pends to a large extent on the significance we attach to sales tax 
in the context of economic policies of national importance. As¬ 
suming that no such policy (e.g., statutory price control or price 
support) is significantly affected by sales tax, and assuming further 
that the sales tax is not utilised, for example, as a species of in¬ 
ternal tariff to create substantial price differentials in favour of one 
line of production as against another, there is no reason why a 
State should not determine the range and rates of its sales tax, the 
•incidence of which rests on its resident consumers and the collec¬ 
tion of which is made from its resident dealers. In actual fact, there 
ns no reference to national economic policy in the constitutional pro¬ 
visions restricting the power of the State Governments in respect 
•of the sales tax on intra-State transactions. On the other hand 
the restrictions rest upon a concept of ‘essentiality’ which makes 
no distinction between the ‘community’ as represented by the 
people of the particular State and the community as represented 
by the nation as a whole. In regard to the impact of the sales tax 
•ot a particular State on the people of that State, it seems to us un¬ 
necessary that the Central Government should exercise, through 
Parliamentary legislation, a jurisdiction which, in terms of the 
•State s own powers, is at once concurrent and over-riding There 
are good reasons why the State legislature and the State Govern¬ 
ment may be left to decide for themselves the intra-State aspects 
of their sales tax law and regulation. It is they who will feel the 
impact of the discontented dealer and consumer, if these latter labour 
under a legitimate grievance, just as it is also the State Govern¬ 
ments that stand to lose revenue on account of exemptions and tax- 
•ceumgs. The provision that now exists in the Constitution for the 
interference of the Central Government in regard to sales tax on 
intra-State transactions would therefore seem to be inappropriate 
This, however, would be subject to the proviso that sales tax on 
intra-State transactions is not such as to constitute a levy on non¬ 
resident consumers. As regards the needs for conformity to national 
economic policy, this is a matter which not only affects the sales tax 
hut also many other aspects of fiscal and economic action by the 
States. The proper way to provide for this would be by way of an 
•appropriate provision for co-ordination between the Central Govern¬ 
ment and State Governments in the matter of economic develop¬ 
ment, including therein fiscal policy as but one aspect, and not by a 
special provision relating only to the sales tax. 
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12. Within the States itself, the effects of th^ sales tax on trade- 
and industry, and on the consumer, depend on 
various factors. Among other things, they vary 
with the system. As already noted, the multi¬ 
point system has tended to be adopted by States, 
m which agricultural production and rural con¬ 
sumption are preponderant and small dealers constitute a large sec¬ 
tion of the trade. In these circumstances, a relatively small levy at 
each stage can result in appreciable revenue on account of the large 
number of dealers from whom it is collected and of the large v number 
of goods on which it is levied. The accounts prescribed could be 
simple, since exemptions would be few or none and the determina¬ 
tion of total turnover relatively easy. Trade, industry, and consumer 
are not much affected so long as the State Government refrains 
from raising the multi-point rate to a level inconsistent with the 
main virtues of the system itself. As explained earlier, no- 
multi-point State has in practice refrained from doing so. The 
higher rates accordingly imposed have, in various degree, affected 
the trade organisation (by tending to eliminate the intermediate- 
links), raised the cost of production, necessitated exemptions which 
in turn have complicated the accounts, and, in spite of the exemp¬ 
tions, affected the cost of living of middle-class and other consumers. 
Certain complications have also arisen through the inclusion of 
‘luxury’ taxation in the multi-point scheme, i.e., in a system which 
is not really designed for this purpose. All these complications find 
ample illustration in the working of the system in Madras, Mysore* 
and Travancore-Cochin. In regard to the single-point system, it 
was fairly satisfactory in the form originally introduced in different 
States. By and large, it suited the economic patterns of the States, 
which adopted it. The rate itself (as inherent in this system) was. 
relatively high; but there were liberal exemptions granted so as not 
to raise unduly the cost of living of the poorer classes. Moreover,, 
the taxable turnover for registration was usually high enough to* 
ensure that only those dealers would be registered who were capable 
of maintaining detailed accounts in the prescribed forms. Cost of 
production was not allowed to be unduly affected; this was pro¬ 
vided for by the exemption usually granted to the raw materials, 
as also to a variety of processed goods, used in the manufacturing 
and other industries. But various subsequent steps, taken under 
the pressure of revenue needs, had the effect of unduly complicat¬ 
ing the original system. A few States commenced to tax sales in 
the course of inter-State trade, and this led to the restrictive pro¬ 
visions of Article 286 being incorporated in the Constitution. The 
States have reacted to these provisions in various ways. Thus Bihar 
started taxing both raw materials consumed by its manufacturing 
and processing industries. Madhya Pradesh levies a tax on certain 
raw pnaterials which under its original single-point tax were not 
liable to tax. Bombay, as mentioned before, changed over first to* 
a multi-point and later to a double-point levy; further, it taxes: 
certain varieties of raw materials out of which its industrial con¬ 
cerns manufacture goods, a part of which of course finds its destina¬ 
tion outside the State. Even Bengal, notable for the orthodoxy 
of its single-point system—the tax itself being levied at the last 
stage—has had to make one significant departure; on account of 
the evasion of the last-point tax on cigarettes, these have, as we* 
have seen, now been made liable to the tax at the first stage. It 


Factors determin¬ 
ing the effects of 
sales tax on intra 
State trade 
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as clear, therefore, that no particular system has long retained its 
■original orthodoxy. Circumstances and needs of revenue have com¬ 
pelled the State Governments to make adjustments in the system; 
the changes have involved some degree of combination of the two 
systems; but the extent of the combination itself has differed from 
•State to State. 

13. We may now briefly sum up the relevant facts and considera- 
iRecapitulation of tion: ? as , the Y emerge from the analysis attempted 
main problem* in the foregoing paragraphs. It is broadly cor¬ 

rect to assume that the sales tax as it operates in 
India is collected from the dealer, but is passed on by him as part of 
the sale price to the consumer. Accordingly, the administrative im¬ 
plications of sales tax are mostly concerned with the dealer and the 
financial burden of the tax is largely borne by the consumer. Where 
both dealer and consumer are situated in the same State, the levy 
of the tax by the Government of that State cannot be open to any 
'objection. It is where either of these is outside the territorial juris¬ 
diction of the State Government that real difficulty is experienced 
in the operation of the tax. This consideration may be said to un¬ 
derlie one of the main constitutional provisions in respect of the 
sales tax; in effect, clause (1) of Article 286 links the sales tax to 
one of the two parties mentioned above, viz., the consumer, and 
lays down that no State shall levy tax on a sale which results in 
delivery for consumption in another State. As interpreted by the 
■Supreme Court and, further, as that interpretation has been gene¬ 
rally understood, this has resulted in two things: 

(i) State Governments have sought to exercise jurisdiction 
over dealers resident in other States on the ground that 
sales by such dealers have resulted in delivery for con¬ 
sumption in the territory of these States; and 

(“) consumers belonging to particular States have sought to 
buy direct from dealers resident in other States in order 
to escape taxation by either State. 

It has not been possible to solve the first of these problems by any 
scheme of co-ordination between the States concerned, because the 
Government of the exporting State had no fiscal interest in the 
transaction and was therefore usually not prepared to put itself to 
the trouble of collecting information for the benefit of the Govern¬ 
ment of the importing State. The second of these problems assumed 
serious proportions in certain cases, and the same lack of co-ordi¬ 
nation has hitherto prevented a solution. Another main difficulty 
as traceable to clause (3) of Article 286 which in effect gives Par¬ 
liament a power concurrent with that of the State legislature for 
declaring that certain goods are exempt from sales tax (on the 
ground that they are ‘essential for the life of the community’). 
Since this provision has not been given retrospective effect, a wide 
disparity has resulted in the exempted goods of different States; 
and in a few instances the power of imposing a sales tax ceiling on 
‘essential’ goods has been exercised by the Union with respect to 
-commodities on which it continues itself to levy relatively high duties 
■of customs and excise. Broadly speaking, the only provision of 
Article 286 which has not given rise to a real problem is'sub-clause (b) 
■of clause (1) which prohibits States from levying a tax on sales or 
purchases which take place “in the course of the import of goods- 
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into, or the export of goods out of, the territory of India - ’. Apart 
from this, the difficulties experienced by trade, etc., and the lack; 
of co-ordination between Governments has been such that there has 
been from many quarters a demand for transferring the sales tax 
as a whole to the Union List. But this, as we have already made- 
clear, we regard as /wholly impracticable. 

14. In the light of these conclusions, we may proceed to set out. 
Consideration of certain considerations of policy as basic for the- 
future policy re- future development of the sales tax. These, 
garding sales tax in our opinion, are as follows:—- 

(i) In essence, the sales tax must continue to be a State tax: as, 
a source of revenue (subject to the very minor exception in respect, 
of newspapers) it must wholly belong to the States; and as a tax 
to be levied and administered, it must substantially pertain to State- 
Governments. 

(ii) In broad terms, however, the sphere of power and respon¬ 
sibility of the State may be said to end, and that of the Union to 
begin, when the sales tax of one State impinges, administratively 
on the dealers, and fiscally on the consumers, of another State. 
Broadly, therefore, inter-State sales should be the concern of 
the Union; so should specific intra-State sales as, for example, 
when raw material produced in a State is sold to a manu¬ 
facturer in that State and the finished goods in turn figure signi¬ 
ficantly in inter-State commerce. To the extent necessitated by 
these considerations, but to that extent only, the system should! 
contain the appropriate provisions, including certain Constitutional 
restrictions oh the States and certain powers of levy and control 
by the Union. 

(iii) The Constitution in effect divides sales of goods in India, 
into (a) goods delivered for consumption in a particular State and 
(b) other sales. The dichotomy is imperfect from the point of view- 
of tax administration. On the other hand, all sales of goods could, 
both usefully and effectively be divided into (a) those in the course 
bf inter-State trade and commerce and (b) those not in the course 
of such trade and commerce. The former should, broadly speaking, 
be the sphere of the Union and the latter, the sphere of the States! 
But the responsibilities pertaining to the Union could be exercised 
through the State Governments and the revenue in any case be 
devolved appropriately on them. This would ensure both co-ordi¬ 
nation and adaptation to changing needs more effectively than rigid 
constitutional provision supplemented by occasional judicial inter¬ 
pretation. 

(iv) The Union’s powers of levy and control in respect of inter¬ 
state and specified intra-State sales should be so exercised that 

(a) there is no avoidable duplication in the actual adminis¬ 
tration of the tax, and 

(b) there is as much incentive for co-ordination as possible- 
between States from which goods are despatched and 
those in which they are delivered for consumption. 

To the extent necessitated by the latter consideration, there is no¬ 
reason to rule out the levy of a tax at the exporting end of an inter¬ 
state sale; such tax, however, should be leviable by the exporting: 
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State on the authorisation of the Union and as an agent of the Union; 
further, its rate would be strictly limited by the Union. 

(v) Subject to the above considerations, each State should be 
free (so far as Central control is concerned) to evolve the system 
of sales tax best suited to its conditions. Where the State is in 
effect taxing its own consumer, it should not be open to Parliament 
to exercise concurrent power in regard to the declaration of certain 
articles as exempt from sales tax. All restrictions on the State 
must be broadly relatable to the ‘inter-State’ sphere of transactions, 
i.e., to transactions which may be said to result in ‘export’ to another 
State and which, therefore, are important from the point of 
view of the consumer or industry of another State. The only 
exception to this would be the raw materials, etc. to which 
a reference has already been made, since by taxing these (while 
they are still intra-State) the State Government can effect an 
increase in the cost of the manufactured article whether such 
manufacture takes place in the State which produces the raw 
material, or in another which imports the material from that 
State; in either case, to the extent that the finished goods are 
consumed in a State other than the one which taxes the raw mate¬ 
rial, the increase in cost on account of the tax is a matter of direct 
concern to the consumer of another State. This, therefore,* is an 
example of an intra-State sales tax having an important inter-State 
bearing which, on the principles we have mentioned, and provided 
eertain special conditions are satisfied, makes it an appropriate 
item for control by the Union. It is at the same time imperative 
that such control over intra-State items of taxation should be 
strictly confined to a very small number of well-defined commodi¬ 
ties of special significance for inter-State trade. Broadly speaking, 
no commodity should be selected in this context which does not 
combine the following characteristics: (i) it should be raw material 
er largely in the nature of raw material; (ii) either as raw material, 
«r later as finished goods based on such material, it should, in terms 
•f volume of inter-State transactions, be of special importance in 
inter-State trade and (iii) in terms of the country as a whole, it 
should also be of special importance from the point of view of the 
consumer or of industry. 

15. The recommendations for Constitutional amendment which 
Constitutional amend- are set out below in the form of draft amend- 
mentsfof implement- ments are based on the foregoing considera- 

Ing future policy tions. . S 

A.— Seventh Schedule 

(1) In List I, after entry 92, the following new entry shall be 
inserted, namely:— 

92A. Taxes on sales or purchases of goods other than news¬ 
papers, where such sale or purchase takes place in the 
course of inter-State trade or commerce”. 

(2) In List II, for entry 54, the following entry shall be substi¬ 
tuted, namely:— 

“54. Taxes on the sale or purchase of goods other than news¬ 
papers, subject to the provisions of entry 92A of List I”. 
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B. —Article 269 

In clause (1), after sub r clause (f), the following sub-clause shall 
be inserted, namely:— 

“(g) taxes on the sale or purchase of goods other than news¬ 
papers, where such sale or purchase takes place in the 
course of inter-Stath trade or commerce”. 

C. —Article 286 

(1) In clause (1), the Explanation shall be omitted, and for 
the words “territory of India”, the following shall be substituted, 
namely:— 

“territory of India; or (c) in the course of inter-State trade 
or commerce”. 

(2) For clauses (2) and (3), the following clauses shall be sub¬ 
stituted, namely:— 


“(2) For the purpose of clause (1) of this article, article 269, 
entry 92A of the Union List, and entry 54 of the State 
List, Parliament may by law formulate principles for 
determining whether a sale or purchase of goods takes 
place in any of the ways mentioned in clause (1) of this 
article. 

(3) Any law of a State shall, in so far as it imposes, or autho¬ 
rises the imposition of, a tax on the sale or purchase of 
goods declared by Parliament by law to be of special im¬ 
portance in inter-State trade or commerce, be subject to 
such restrictions and conditions in regard to the system 
of levy, rates and other incidents of the tax as Parliament 
may by law specify”. 


16. The Constitutional amendments suggested above provide for 
Central legislation in respect of all inter-State 
Parliamentary legis- transactions of sale and certain transactions, 
larion whether or not inter-State, in respect of goods 

which are important in inter-State trade. They 
also provide for the formulation of principles for determining whether 
a sale or purchase of goods is within a State or outside it, and whether 
it is in the course of inter-State trade and commerce or not in the 


course of such trade and commerce. It is necessary to consider in 
detail what provisions the proposed Parliamentary legislation should 
contain in regard to these matters. So far as goods of special impor¬ 
tance in inter-State trade are concerned, the Parliamentary legis¬ 
lation will only specify the restrictions and conditions subject to 
which the States themselves can levy the tax on the intra-State 
sales transactions. But in regard to inter-State trade in general, 
it will be for the Central Government to levy and collect the sales 
tax under Article 269, and distribute the proceeds to the States. 
It is not envisaged by us that the Central Government would ordi¬ 
narily maintain any elaborate administrative machinery of their 
own for this purpose. As almost all the States in India now levy 
a sales tax and have their own procedure of assessment, collection, 
etc., and have administrative arrangements for that purpose, it 
would be both economical to the Central Government and also con¬ 


venient to the traders who would otherwise be subject to two assess¬ 
ing authorities if the State machinery is used for the levy and 
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"collection of this tax. The difference in the system, taxable quan¬ 
tum, etc., would not, for reasons which we explain later, matter 
much. The Central Government will impose the tax; at the same 
time, the Parliamentary legislation will have to provide for dele¬ 
gating to the States the powers of the Central Government in res¬ 
pect of assessment, collection, etc. Further, the legislation should 
provide that the receipts instead of being credited to the Central 
revenues and then distributed to the States on the basis of collec¬ 
tion, should be retained by the States for their own purposes, sub¬ 
ject to the exceptions mentioned below. 


17. The proposed Central legislation, for the levy of sales fax 
Rate of sales tax in ter-State trade will have also to specify 
on inter-State *h e ra *- e a t which the tax on sales in the course of 
trade inter-State trade and commerce should be levied. 

Since, in permitting the levy of sales tax on 
inter-State trade, the main intention is to ensure that some revenue 
accrues to exporting States without raising unduly the burden on 
consumers in the importing State, it is necessary that the rate to be 
specified in the Central legislation should be comparatively low. It 
should, in our opinion, be ong per cent, on all articles except on ‘goods 
of special importance in inter-State trade’. Inter-State trade com¬ 
prises two types of transactions, viz., (i) transactions between regis¬ 
tered dealers of one State and registered dealers of another and (ii) 
transactions between registered dealers of one State and unregis¬ 
tered dealers of another. The rate of one per cent, proposed above 
would apply only to the transactions between the registered dealers 
m one State and the registered dealers in another. In regard to 
these transactions, while the exporting States will, under the scheme 
of Central taxation of such transactions, retain the tax receipts 
realised from the levy of one per cent., the importing States will 
be able to recover their own taxes on the re-sales of those goods by 
the .registered dealers within their area. 


18. Where transactions take place between registered dealers in 
•Sale, ta-r „„ ? ne State and unregistered dealers or consumers 

•State trade with m , anot her, this low rate of levy will not be 
"unregistered deal- suitable, as it is likely to encourage avoidance 
•ers and consumers of tax on more or less the same scale as the 


present provisions of Article 286 have done If 
u m be P revented > is necessary that transactions of this type 
should be taxable at the same rates which exporting States impose 
on similar transactions within their own territories. The unre¬ 
gistered dealers and consumers in the importing State will then find 
themselves unable to secure any advantage over the consumers of 
locally purchased articles; nor of course will they, under this sys¬ 
tem, be able to escape the taxation altogether, as many of them do 
at present. We further suggest that it should be provided in the 
Central legislation that when the Central Government levy the 
tax on these transactions (i.e., inter-State sales between a registered 
dealer on the one side and an unregistered dealer or consumer on 
the other side) at the full rates leviable by the exporting State on 
its internal sales, the proceeds in excess of the receipts from the 
rate normally leviable on inter-State trade and commerce between 
registered dealers should be made available to the State where 
the goods have been delivered. The reason for this suggestion is 
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obvious, viz., that the importing State should have its due share- 
of the tax on these transactions which it will have no opportunity 
of taxing' itself at a subsequent stage. It may, at first sight, appear 
that the procedure involved in this division of tax receipts will be 
administratively difficult. It will be necessary first to find out the- 
despatches to unregistered dealers and consumers; secondly, to. 
trace the States where the goods have been delivered; and thirdly,, 
to apportion the receipts among the respective States. It is, how¬ 
ever, likely, as observed earlier, that the very fact that the sale: 
of goods to the unregistered dealers and consumers is liable to the 
full tax of the exporting States would in itself remove any incen¬ 
tive for resorting to transactions of this type. When the full scheme 
of sales tax proposed by us comes into operation, the extent of 
trade between the registered dealers of one State and the unregis¬ 
tered dealers or consumers of another will, in all probability, go 
down to negligible dimensions and the administrative difficulties, 
in apportioning the relevant tax receipts are not likely to be serious. 


19. The Central legislation need make no distinction between 
ordinary goods and ‘luxury’ goods on which the- 
fwitc ta tta°dc mt< in State Government for their internal sales may 
'luxury’ goods have different rates of taxes. The rate pre¬ 

scribed for inter-State transactions will be uni¬ 
formly chargeable on all these commodities. Such uniformity in 
the rate of tax is necessary, as otherwise the ‘luxury’ goods would 
be liable to be charged the higher rates twice over, once in the 
exporting State and again in the importing State. Lastly, the Cen¬ 
tral legislation should also provide, with reference to different com¬ 
modities, that where for internal sales no tax (or a lower rate of 
tax) is levied by the exporting State, the tax to be collected by it 
en the inter-State sales of the relevant commodities will be simi¬ 
larly exempted (or, as the case may be, taxed at the same lower 
rate). 


2®. As we envisage it, an important aspect of the Central legis¬ 
lation will be concerned with the definition of 
Befiuitiou of ‘sale’ the locale of sales for the purpose of defining; 
of d powers between in detail the relative jurisdictions firstly of the 
the Union and the Union and the States and secondly of the States 
State inter se. We have elsewhere noted that in the 


absence of specific legislative provision for 
these matters, as distinguished from the far too cryptic pro¬ 
visions of the Constitution, on the one hand, and the far too- 
general legal provisions relating to sales of goods on the other, consi¬ 
derable confusion now prevails on important aspects of jurisdic¬ 
tion. Entirely irrespective of constitutional restrictions and 
Central Government’s powers of levy, it is obviously neces¬ 
sary that there should be a body of law which defines, with, 
specific reference to the sales tax, the circumstances in which, 
a sale becomes taxable by a particular State and by no other. The 
relevant principles can only be formulated after expert examina¬ 
tion; we recommend that this should be done and the principles- 
embodied in the suggested legislation. We realise, of course, that 
the legislation itself may have to be modified from time to time in, 
the light of new circumstances not fully provided for, or of judicial 
interpretation of the original provisions. Parliamentary legislation, 
as distinguished from constitutional provision, will have the obvious 
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advantage that these modifications can be made as required with¬ 
out undue delay or difficulty. It will not, of course, suffice to define 
the jurisdiction inter se of individual States. The other important- 
aspect of Central legislation would be the definition in adequate 
detail of what constitutes a sale or purchase in the course of inter¬ 
state trade or commerce. In this matter too, the embodiment of 
the principles in an enactment of Parliament, and not in the Consti¬ 
tution itself, would have the advantage that the details of the law 
can, without undue rigidity, be modified to suit new facts or un¬ 
foreseen circumstances. As we have stated, the Constitution itself 
would of course lay down the broad division of tax power between 
the Union and the States. The important fact would remain that 
all sales would fall under one or the other of these categories. The 
Union, which under the scheme would, of course, derive no revenue 
from the taxation of inter-State sales or purchases, would be solely 
interested, in the legislation which it promotes, in securing, from a 
practical angle, the maximum possible co-ordination between differ¬ 
ent States in regard to the operation of the inter-State sales tax 
and the maximum possible equity in the apportionment of the re¬ 
levant proceeds to the States in which the goods have been physi¬ 
cally delivered and those from which the physical despatch has 
taken place. In the actual provisions of the law, it will no doubt 
avoid the many pitfalls which have been a feature of the present 
(^institutional provisions as they have been interpreted and imple¬ 
mented, and even if it does not fully succeed in doing so at the out¬ 
set, the relevant legislation, as we have emphasized, can be modi¬ 
fied at subsequent stages in conformity with the administrative and 
•ther requirements as they arise from time to time. 

21. To give effect to our recommendations regarding the Central 
regulation of States’ sales taxes on goods of 
»ani S Jf l ia*”««, Cen ~ s P ecial importance in inter-State trade, the 
** s Central legislation will have, firstly, to specify 

such goods, and secondly, to impose conditions and restrictions sub¬ 
ject to which the State Governments can impose their tax on the 
internal trade in those goods. The main condition will be that no 
State shall have a system of levy other than a single-point levy on 
such specified goods. The tax may either be on sales or on pur¬ 
chases, but it will be recoverable only at the last stage of sale or 
purchase by a registered dealer. This condition is necessary to 
ensure that the tax burden on goods of importance in inter-State 
trade is properly regulated and not allowed to remain vague or 
undetermined as would be the case under any other system of sales, 
tax. The second condition will be to prescribe the maximum rate 
of tax. As stated earlier, we recommend that this rate should be 
three pies per rupee. This would amount to nearly 1J per cent, 
as against the one per cent, which we have recommended in respect of 
all other inter-State sales. There are two important grounds on 
which we recommend this higher rate. Firstly, for the goods speci¬ 
fied as of special importance in inter-State trade, as distinguished 
fr«m all other goods which figure in inter-State trade, the point of 
levy of the tax will be only one, i.e., the point at which such goods, 
(raw material, etc.) are taxed by the State in which they are pro¬ 
duced. As we proceed to mention below, it will be a condition in 
respect of such goods that no other sales tax shall be levied on 
them either by the exporting State or the importing State. Second¬ 
ly, the higher levy we recommend will be at the raw material or 
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analogous stage when the cost of the goods will «bviously be much 
lower than at the subsequent stage of the conversion of the mate¬ 
rial into finished goods. A levy of 1J per cent, at the earlier stage 
would, therefore, by no means be unreasonable in comparison with 
a levy of one per cent, on manufactured goods. A tax at this rate 
will ordinarily be levied either at the point of despatch of the speci¬ 
fied goods to another State or when the raw material, etc. are sold 
in the producing State itself, for manufacture in that State, at the 
point of sale to, or purchase by, the manufacturer. The third con¬ 
dition, as already indicated, will be that the importing State should 
not levy either a sales tax or a purchase tax on these goods if at 
the export end they have already been subjected to tax; otherwise 
tthese commodities would be taxed more than once and the object 
■of controlling the incidence thereon will be frustrated. All these 
conditions are accordingly necessary, if the burden of tax incidence 
on these selected commodities of all-India importance is to be pro¬ 
perly controlled in the light of the principles we have enunciated. 

22. The points for Central legislation may now be briefly enume¬ 
rated : 

Alain features of 

■Central legisla- (1) The Central legislation to be enacted 
tion under the powers proposed to be given to the 

Central Government should, as its prin¬ 
cipal feature, authorise the State Governments to impose on behalf 
of the Central Government a tax on the sale or purchase of goods 
in the course of inter-State trade and commerce. The Central legis¬ 
lation should also delegate to the State the Central Government’s 
powers to levy and collect the tax, and for this purpose prescribe 
the same system of registration, assessment, etc., as prevails in the 
'States concerned under their own sales tax systems. It may also 
impose conditions regarding the collection of this tax and take 
powers to compel any State to collect the tax on behalf of the Cen¬ 
tral Government. 

(2) The rate of tax to be prescribed under the Central legis¬ 
lation should be— 

(a) For inter-State trade between registered dealers: — 

(i) i anna in the rupee for “specified goods’’, and 

(ii) one per cent, in regard to all other goods. 

(b) For inter-State trade between a registered dealer in one 
State and an unregistered dealer or consumer in 
another : — 

the same rates as are levied by the State (from where the 
goods are despatched) on sales or purchases of similar 
goods within its territory. 

No distinction should be made for the purpose of this Central tax 
between a State adopting a single-point sales tax and a State which 
nas either a multi-point or two-point sales tax. 

(3) The receipts from the imposition of the proposed Central tax 
•on inter-State trade between a registered dealer in one State and a 
registered dealer in another should be retained entirely by the State 
levying the tax on behalf of the Central Government. But in re¬ 
gard to the receipts from the imposition of the tax [referred to in 



til 


2(b) above] on inter-State trade between a registered dealer in: 
one State and an unregistered dealer or consumer in another, the 
State imposing it on behalf of the Central Government should retain 
only such portion of it as represents receipts from the tax at the 
rates fixed for inter-State trade between registered dealers [vide 
2 (a) above] and make over the excess receipts, if any, to the States 
which have received the goods in the course of such trade. This 
is necessary: firstly, to prevent the avoidance of sales tax by dealers 
through inter-State trade with unregistered dealers and consumers; 
and, secondly, to ensure that a part of the -receipts from the tax on 
such transactions also accrues to the States to which the goods have 
been sent. 


(4) The Central legislation should also provide that: 


(a) there will be no levy of the Central tax on the sales or 
purchases of goods in the course of inter-State trade and 
commerce, if the same are exempted within the- 
State from a sale or purchase tax of the State 
concerned. Similarly, if for internal trade, any goods are 
liable to a lower rate of tax than that prescribed for the 
Central tax on inter-State trade, then the Central tax will 
be leviable only at the corresponding lower rate; 

(b) no purchase tax will be levied by the State on the speci¬ 
fied goods on which a Central tax on inter-State trade has 
already been levied at the rate of J anna in the rupee. 

(5) The Central legislation should embody principles for deter- 
mming whether a sale or purchase of goods takes place: (i) outside 
the otate; (n) outside the territory of India; and (iii) in the course 
of inter-State trade and commerce. 


(6) Subject to the limitations mentioned below, the States should 
have full powers to tax sales or purchases of goods, including goods 
declared at present as essential for the life of the community under 
Article 286 (3). In regard to the levy of a tax by the States on 
sales or purchases of ‘specified goods’, the Central Government 
should take power to impose conditions subject to which the States 
can levy the tax. These conditions should be' that, in replacement 
where necessary of existing systems and levies, 

(i) the States shall levy only a single-ponit tax (at the last 
stage of sale or purchase) on these goods, and 


(n) the rate shall not exceed \ anna in the rupee, i.e. the 
same rate at which the Central tax will be imposed on 
these goods in the course of inter-State trade. 


The following goods should be specified in the Central legislation: — 

(i) coal; 

(ii) iron and steel; 

(iii) cotton; 

(iv) hides and skins; 

(v) oilseeds; 

(vi) jute. 



"We would emphasize that this list should not be expanded ex¬ 
cept in the light of the principles we have elsewhere mentioned; we 
-would further strongly recommend that no addition should be made 
to this list without consulting the Inter-State Taxation Gouncil, 
€or the establishment of which proposals are made in another part 
of our Report. 



CHAPTER V 


THE STATES AND THE SALES TAX 

In this chapter we propose to explain a little further the consi¬ 
derations underlying the pattern of sales tax we 
■sT'ie's'ta pattern of have recommended for individual States: an 

' ax adaptable pattern which, while combining some 

of the features of the principal systems, multi-point and single-point, 
provides for the correlation of those features to the conditions of the 
particular State, especially those relevant to the structure of its trade, 
consumption and production. We also propose to consider in some 
■detail the problems which arise in the administration of the tax by 
State Governments. 

2. In view of the need for additional revenue for developmental 
and social welfare activities the tax system has to be so fashioned 
that as many people as possible contribute to the exchequer in accor¬ 
dance with their individual capacities. A general sales tax is one 
-of the means available for ensuring this. If the tax is to reach the 
lower income groups and cover a large number of persons, the rate 
-of tax has to be low and the system (in this context) a multi-point 
-one. Though it is on the consumers that the burden of the tax may 
be expected to fall, it is on the dealers that the responsibility for pay¬ 
ment will rest and, where the coverage of the tax is wide, the large 
majority of these will obviously be small dealers operating, in the 
semi-urban and rural areas. For them, the maintenance of compli¬ 
cated accounts and the assessment of liability on the basis of those 
accounts will present difficulties which are more burdensome than 
’the amount of the tax itself. The requirements of tax compliance, 
therefore, have to be simylified and otherwise adapted to their capa¬ 
city. Exemptions, however well-intentioned, add to the burden 
of compliance, since separate accounts have to be kept of all 
the sales exempted. It will be simpler for the small trader to 
calculate his total gross turnover for a year and pay the tax at the 
orate prescribed. To State Governments too, the extension of the 
tax liability to the total turnover of the dealers would be advantage¬ 
ous from the point of view of revenue; the coverage will be wide 
not only in point of dealers, but also in point of goods. The low 
rate at which any such tax can be levied will prevent any undue 
rise in the cost of living of the poorer classes. The rates now im¬ 
posed in most of the multi-point States will be readily seen to be 
unsuitable for the wide-based multi-point tax recommended here, 
especially when it is remembered that it is part of our recommen¬ 
dation that for dealers at a higher level of turnover, this tax 
■should be combined with a single-point tax. Where the latter is 
nine pies in the rupee as in Bengal for example (or, in the shape 
-of a double-point tax, is in effect nine pies in the rupee as in 
Bombay), and even where the single-point tax is half an anna in 
the rupee, we are of the view that the concurrent multi-point tax 
which we recommend should not be higher than half per cent. We 
should be - understood as saying ttyis without prejudice to the possi¬ 
bility of Bengal and Bombay reducing their present rates of tax, 
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single-point or double-point, in the event of their adopting the addi¬ 
tional multi-point tax here recommended. Moreover, in the context 
of the combined system we envisage, we consider that, irrespective 
of the level of the single-point rate which may be adopted, the con¬ 
current multi-point rate cannot be anywhere near as high as one 
and a half per cent, which, in the separate context of their present 
systems, now obtains in Madras and certain other multi-point States. 
In other words, we envisage' the future system in the multi-point 
States as one where there is a substantial reduction in the rates of 
the multi-point tax accompanied by the introduction of a single-point 
tax at appropriate rates and with appropriate exemptions from 
the single-point levy. In the single-point States, we en¬ 
visage the future system as one where the single-point tax. 
continues to prevail with appropriate exemptions and at 
appropriate rates (i.e., rates appropriate to the combined system) 
but accompanied by a multi-point 'tax at substantially low rates,, 
and with hardly any exemption, as recommended by us." We would 
stress these considerations regarding rates and exemptions as an. 
important part of the assumptions underlying our recommendations, 
for a flexible pattern of sales tax for the States as a whole. We- 
recognise that it will take some time before State Governments are- 
able to effect the changes necessary to bring their existing systems, 
m line with the pattern recommended by us. Obviously, the pace 
of change and the length of the transitional period will have to be 
related by State Governments to their individual circumstances. 
We trust, however, that the pace will not be unduly slow or the 
period unduly long. 

3. All dealers having a turnover of Rs. 5,000 a year may be made- 
liable to the multi-point tax in the combined system we recommend 
We have already indicated that an exception should be made in, 
favour of agriculturists who grow and s^l their own produce. It 
is possible that when the taxable auantum is brought down to- 
Rs. 5,000 a year, there will be some traders who will not be able to. 
maintain even the elementary accounts which will then be ordi¬ 
narily required. For such dealers, there should be a scheme of 
composition under which the liability to tax is assessed on the basis: 
of the purchases made; some States have schemes of this kind even at 
present. The returns and forms to be prescribed for this wide- 
based multi-point tax will necessarily have to be simple and easily 
understandable. 

4. A low rate of multi-point tax of the type proposed by us will 

Rates of tax secure the object of making low-income groups 

contribute to the exchequer according to -their 
capacity; by itself, of course, it will not constitute an adequate 
system of sales tax for any State. The present rates of sales taxes 
on ordinary goods vary from six to nine pies in the rupee. For these 
States, a tax at the rate of half per cent, or roughly a pie in the 
rupee is not going to yield the existing revenue derived by them 
at these higher rates, even though the taxable quantum of turnover 
will be lower and the exemptions withdrawn. Secondly, a low rate- 
of half per cent, on all goods would leave the higher income groups 
comparatively unaffected. To this extent, the sales-tax system will 
be inequitable and discriminatory in favour of the middle and 
higher income groups. For both these reasons, a tax at a higher 
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rate on traders in organised business and on goods other than those 
consumed by the common man is essential. The best method of levy¬ 
ing a tax at a higher rate is under a single-point system, with the 
point of levy, ordinarily, at the last stage of sale. If the taxable 
quantum is fixed at a relatively high limit, say Rs. 30,000 a year, 
(there will of course have to be slight variations of this for diffe¬ 
rent States) the dealers liable to this tax will largely be from urban 
areas and of a class that will be better able to maintain accounts 
than the petty dealers whose obligations will not extend to beyond 
the proposed multi-point levy. The single-point tax at the last stage 
of sale will, as we have already stated, be in addition to the multi¬ 
point tax which will be the basic levy. The rate of the single-point 
tax and the taxable quantum of the dealers liable to this tax will have 
to be determined by each State in accordance with its revenue 


requirements and other circumstances after taking into consideration 
the likely realisations from the basic multi-point tax. The higher rate 
■of the single-point tax will apply to goods other than those entering 
the cost of living of the poorer classes. As the dealers liable to this 
tax will be those above a relatively high turnover limit, they should 
not ordinarily experience difficulty in maintaining detailed accounts 
of total sales, sales to registered dealers, sales of exempted goods, etc. 
The single-point levy need not necessarily be uniform on all types of 
goods. As at present, some of the ‘luxury’ artltlHs can and should 
be subjected to higher rates of levy. There are bOWeVer some States 
which do not make any distinction betweefi. oramafy ana 'luxury’ 
articles. We suggest that these States impose higher rates or tax off 
‘luxury’ goods. We also suggest that States which have already 
enforced such differential rates should enlarge their list of luxury 
articles. 

5. Certain articles will of course have^he exempted from the 
_ . , single-point tax. Each State-will have to determine 

Exemptions trom j ts own list D f exemptions on the basis of its revenue 
needs and of the economic conditions, social habits, 
etc., of its people. Only some bfoad principles can be indicated. 
The most important exemption, so far as the single-point part 
•of the system is concerned; would be foodgrains. The low- 
income groups spend a very large percentage of their incomes upon 
food and they would already be paying the multi-point tax on this 
under the proposed system. Secondly, such exemption has the 
advantage of minimising the effect of discrimination in favour of 
agriculturists who grow their own foodgrains and are not treated as 
dealers liable to tax. In addition to the exemption of foodgrains, 
some States exempt necessities like vegetables, fruit, milk, kerosene, 
fuel, etc. Other types of exemptions are related to educational pur¬ 
poses, or are given for the purpose of encouraging co-operatives, 
cottage and village industries, agricultural production, etc. While 
the objects with which exemptions are granted are laudable, each 
exemption reduces revenue and to that extent may necessitate an 
increase in the rate of tax on other goods. It also widens the scope 
for evasion. There is, therefore, good reason for limiting the exemp- 
tions to a few large and well-defined classes of goods. Generally, the 
exemptions under the single-point system should be confined to 
commodities which figure substantially in the cost of living of the 
poorer sections. To this general rule, an exception has to be made in 
the case of raw materials sold by the producers themselves. This is 
necessary partly for administrative reasons (especially where the 
318 M of F—5 ' 
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producers are individually small and together very large in number) 
and partly in order to ensure that the final products do not bear an. 
unduly heavy burden of tax, once at the raw material stage and again 
at the stage of finished goods. Apart from this, sales tax concessions - 
are hardly a suitable method of encouraging particular industries* 
trades, activities, etc. Even where such encouragement through tax. 
concession is deemed to be both essential and in conformity with 
national economic policies, care should be taken to ensure that the 
exemption does not lead to evasion or abuse. Exemption of products 
of cottage industries like handloom woven cloth may be provided for 
only in the context of their sale by the producers themselves or their 
organisations, as a general exemption in favour of these creates- 
difficulties for the trader and for the administration and very often, 
results in the misuse of the concession. Exemptions which are vaguer 
or undefined, or are liable to be interpreted in more than one way* 
are always a source of harassment to the traders and lead to corrup¬ 
tion of the officials. It is necessary, therefore, that the exemptions, 
should be expressed in terms of well-defined categories of goods which, 
both the trade and the administration can readily understand. The 
lists of exemptions of several States contain items which are related. 
to the prices of the commodities; i.e., the exemption becomes operative- 
only when an article belonging to the general category is sold at 
below a specified price. This adds to the confusion, occasions com¬ 
plications in accounts, and thus often results in evasion of the tax. 
As assessments are usually made by the Sales Tax Department more 
than a year after the close of the period to which they relate, it is. 
difficult to determine whether the sales for which exemption is. 
claimed were really of the types provided for in the exemption list. 
States should therefore desist from notifying exemptions of this kind. 
This observation applies to all exemptions which, while serving very 
little purpose in themselves, add to the cumulative inconvenince and 
harassment of the dealer. 


6. One effect of the above scheme, i.e., a basic multi-point tax 

Financial of half per cent- with 3 single-point tax on. 

of pr n oioslf eCt8 higher turnovers at rates suitable to the various- 
States, should be an increase in the sales tax re¬ 
venue of State Governments. For the States which at present levy a 
single-point tax, the realisations from the basic multi-point tax will be 
an addition to their present revenue from their tax. The States which 
at present levy a multi-point tax will however have to reduce their 
present rate of tax to a suitable level, but their loss from, 
this reduction in rate will, we believe, be more than made 
up by (i) the additional single-point levy on turnovers (includ¬ 
ing higher rates on ‘luxury’ articles) and (ii) the extension of 
their multi-point tax to dealers with turnovers much below their 
present level and to sales of all goods without exception. For 
Bombay, which is a rather special case with its two-point tax, one of 
the implications is that its present levy of three pies in the rupee at 
the first stage of sale has to be replaced by the proposed basic multi¬ 
point tax at half per cent. The turnover limit prescribed at present, 
in Bombay is Rs. 25,000. Under the basic multi-point system, this 
limit will be reduced to Rs. 5,000. The decrease in revenue con¬ 
sequent on foregoing the first-stage tax of three pies in the rupee- 
will, we believe, be more than made up from the multi-point tax at. 
all stages of sales of all goods by dealers having annual turnovers over 
Rs. 5,000. The last point levy and the ‘luxury’ tax rates will, unless 
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the State Government takes a decision to the contrary, remain un¬ 
affected. On our estimation of the possibilities, therefore, the adop¬ 
tion of the flexible pattern recommended by us will mean that every 
State will gain in revenue, in addition to achieving a simpler and 
more rational system for the different classes of its dealers. Over 
and above this, there will be the gain from that part of the proceeds 
out of the Central tax on inter-State transactions which each State 
will get under the proposals we have made. Finally, there is the 
financial gain accruing from the substantial reduction which we 
believe will be effected, as a result of these proposals, in the very 
considerable evasion which now takes place in inter-State trade. 

7. The adoption of the scheme suggested above by the different 

States, will make it unnecessary for them to 
Advantages resort to the taxation of non-resident dealers, as 

scheme° Se of they do at present on the basis of the interpreta- 

saiestax tion they place on the Supreme Court’s ruling in 

respect of Article 286. The difficulties created by 
these attempts of different States to tax non-resident dealers have 
already been explained. We have also indicated how a purchase tax 
on resident dealers, in place of a sales tax on non-resident dealers, will 
not meet the objectives underlying the incorporation of Article 286 in 
the Constitution. In the event of our recommendations being accept¬ 
ed, it would be imperative that the States do not attempt either to tax 
non-resident dealers or to introduce a purchase tax even during the 
interim period, i.e., during the time taken to carry out the necessary 
Constitutional and legislative measures for implementing the scheme 
proposed by us. We would urge the desirability of the different 
States maintaining, in regard to their sales tax levies on inter-State 
transactions, the position which prevailed before the Supreme Court 
gave its judgment on Article 286. This view would apply even with 
greater force to action taken or contemplated to recover tax on sales 
by non-resident dealers even during the period prior to the date of 
coming into force of the Constitution on the ground that the then 
existing provisions of their sales tax laws entitled them to make such 
a levy. Whatever the legal justification of this course, it will, in our 
opinion, be unfair to recover sales tax on old transactions on which 
according to the then prevalent system no tax was claimed and pre¬ 
sumably no additional payment was realised from consumers at the 
time of sale. It will be appropriate, we suggest, for State Govern¬ 
ments to desist from such action against non-resident dealers, and 
thereby to facilitate the speedy implementation of the scheme propos¬ 
ed by us. 

8. We may now turn to the administration of the sales tax. It is 

Administration true that a11 taxes are unwelcome and that no tax 

of sales tax can rendered popular by good administration; 

but few taxes can be rendered so unpopular by 
bad administration as the sales tax. The point has to be firmly 
grasped that a sales tax system which is avoidably unwelcome is 
to that extent avoidably inefficient. The sales taxes of different 
States can be rendered less unwelcome in proportion as legisla¬ 
tion is less ambiguous, regulation less complex, assessment less dila¬ 
tory and, in more general terms, administration at various points less 
open to the charges of inefficiency and corruption. We are convinced 
that a considerable part of the position of the trade and industry 
to the sales tax levies in every State is a result of the methods of 
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administering the tax. We cannot wholly discount the allegations 
made to us in several Staltes that there was corruption in the 
administration of the tax or that evasion was on the increase; and we 
have evidence to show that assessments have not been prompt and 
that arrears are on the whole mounting. It is perhaps hardly neces¬ 
sary for us to point out: firstly, that corruption penalises the honest 
person and tends to demoralise him; secondly, that the person who 
pays the sales tax is, by and large, the trader; and thirdly 
that in this class, as indeed among others, the honesty that 
is present needs careful nurture, rather than persistent discourage¬ 
ment, even if only in the interests of the exchequer. It is imperative 
therefore, that prompt and vigorous steps should be taken to uproot 
corruption in the administration of the sales tax. One of the main 
roots of that corruption is in the complexities of enforcement and the 
desire on the part of the traders to seek escape from these. Unless 
therefore, rules and procedure are understandable, unambiguous and 
capable of easy compliance, it will be difficult either to reduce mal¬ 
practices and corruption or to increase the efficiency of the Sales Tax 
Departments. We have indicated in the earlier chapters how States 
which began with a simple system of either a multi-point or a single¬ 
point tax, have later, on revenue considerations, made their systems 
unduly complicated by the incorporation of new and complex fea- 
tures and how all this has added to the difficulties of both trader 
and. administration and resulted in much evasion and large arrears 
besides general demoralisation among those' affected. We believe 
the adoption of the pattern we have recommended will result in 
reducing from the point of view of the specific classes of dealers 
concerned, and therefore'for administration generally, many of the 
whl£ h now beset the sales tax systems of different 

SSttotatomeSfl n “ KSary COnSl<ier SpeCifi ° pr ° Wems and 


9. The items to be considered may be broadly classified as relat- 
Regulation under ^ regulation and (ii) administration. Not 

sales tax laws ®. the requirements of tax collection are men- 

.„ , . tioned m the Act imposing the tax. Some of 
them are specified m the Rules framed under the Act. In some States 
substantive provisions which ordinarily should have been 
included in the Act find a place in the Rules. Most of the Acts pro- 

tw r P ui° r pu ^. lcatlon draft rules and amendments of rules 

so that public criticism may be taken into account before their 
promulgation. There have, however, been complaints that the time 
allowed to trade, industry and the public to study the modifications 
proposed from tune to time is often inadequate. Complaints have also 
k ee ? r ? ade tliat changes.an.the Rules are frequent and are made before 
had ,. tlme tai-adjust itself to new requirements. We bring 
this to the notice of State Governments. ® 

10.. Some of the basic items of regulation concern (a) registration 
t - . ... or licensing of dealers, (b) procedure relating to 

Items of regulation exemptions, (c) . maintenance of accounts, and 

(a) submission o% returns and payment of tax 
Whatever the system of sales tax, all dealers liable to the tax Ire 
5i^ er ! d ' Under the multi-point tax, the registration ensures a 
certain degree of control over the dealer, while under the single-point 
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tax it also helps to determine the point of tax liability. The proce¬ 
dure relating to exemptions, however, is more difficult. In the 
single-point system, the requirements to be complied with are more 
than in a multi-point system. Exemptions of sales to registered 
dealers require the maintenance and the production of proof to show 
that the sales are, in fact, to registered dealers. Similarly, exemp¬ 
tions of sales of goods despatched to addresses outside a State 
require the production of evidence to show that goods have actually 
been despatched and delivered outside the State. Sales of goods 
exempted under the Act or under the Rules also involve the keeping 
of elaborate accounts, proofs, etc., for satisfying the assessing autho¬ 
rities about the bona fide character of such transactions. Every 
registered dealer has to maintain his accounts and other documents 
relating to his business in a satisfactory manner for the inspection 
of the assessing authorities. Where these are not so kept, the Act 
gives power to the authorities to prescribe the form in which they 
should be maintained. Further, the account books and other records 
have to be preserved till the assessments are completed. Some 
States have assumed power to call upon dealers other than register¬ 
ed dealers to maintain proper accounts. The submission of returns 
and the payment of tax have to be made periodically. The returns 
require the separate classification of turnovers of different categories, 
e.g., sales to registered dealers (in single-point system), sales of 
exempted goods, sales of goods despatched outside the State, sales 
of goods liable to different rates of tax, etc. 

11. In regard to these requirements, the complaints of the trade 
Difficulties of trade and of industry centre round exemptions, 
and industry accounts and returns. A valid difficulty, to which 

our attention has been drawn in many States, 
arises from the loose and often ambiguous language in which some of 
the exemptions are couched. Much hardship, it is pointed out, is 
caused when a bona fide interpretation by the dealer is later challeng- 
ed by the taxing authorities. Also, there are exemptions which are 
conditional on the sales being for certain purposes, or their being only 
to certain classes of buyers and so on. These increase the difficulties 
of the dealer who often finds himself in the position of having to 
pay the tax on sales on which he had not himself recovered any tax. 
It is necessary that exemptions should be definite in scope and not 
dependent on conditions which require elaborate proof. We have 
already referred to this point and would stress it again in the con¬ 
text of eliminating from the tax all such features as unduly or 
unnecessarily add to the burden of tax compliance. When a dealer is 
taxed on all his sales, the keeping of accounts for assessment of tax 
is comparatively simple; but when some sales of goods are taxable 
and others are not, the keeping of accounts and the submission of 
returns present difficulties which may be administratively un¬ 
avoidable, but which, by the same token, administration ought to 
keep to the absolute minimum. The same observation applies to 
the requirements connected with ‘luxury’ goods on which higher 
rates of taxes are levied. 

The complexity of accounts is one of the main grievances of 
the dealer. Difficulties arise even in multi-point systems, as when 
the tax is levied at different rates on luxury goods or is imposed at 
only some stages, and not at others, on some goods. The complaints 
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we have received from the smaller traders seem to us particularly 
valid. The State Governments have generally recognised these 
dfficulties. They have, for example, refrained from prescribing speci¬ 
fic forms of accounts for purposes of the sales tax and have allowed 
dealers to adhere to their own methods of keeping accounts. For 
small traders, many States have provided a scheme of composition 
under which the assessment of tax is made on the basis of documents 
relating to purchases, etc. In regard to the submission of returns 
and payment of tax, these have, in most States, to be made every 
quarter, though in some States they have to be made monthly. 
Such frequent submissions become an unnecessary burden on dealers 
whose business consists mainly of exempted goods. While, therefore, 
too long a period for all dealers would not be advisable as it may 
lead to evasion of tax on a larger scale, an exception can be made 
in the case of the smaller dealers. Further, a half-yearly period for 
submitting returns and for payment of tax would be more suitable 
for this class of dealers. 


13. Passing on from regulatory provisions to specific aspects of 
. , . . . administration, we have to consider the Sales 

Aspects of admmistra- Tax Organisation in relation to the following 
aspects: — 

(i) administrative powers of the taxing authorities: 

(ii) assessment; 

(iii) inspection; 

(iv) supply of information; issue of rulings, interpretations, 
etc.; and 

(v) behaviour towards the public. 

The administrative powers of the Sales Tax authorities include 
those of discretionary assessment where the returns of dealers are 
incorrect or where no returns have been submitted, of compelling 
dealers to produce their books of accounts, of inspecting them at 
the premises of the dealers, of seizing them where they suspect the 
dealer of evading the tax and of searching the premises of the 
dealers for books of accounts, etc. The Sales Tax Acts also empower 
the Collector or Commissioner of Sales Tax (Commercial Taxes 
in certain States) to determine certain disputes such as whether 
a particular dealer is liable to registration, whether any par¬ 
ticular sale is taxable, etc. The Sales Tax Authorities enjoy, 
in certain respects, wider powers than the Income-tax Authorities. 
It is obvious that powers of this kind, most of which can be abused 
and many of which can result in needless harassment unless exercised 
with restraint, should be vested only in officers of adequate seniority 
and rank. Fortunately, the State Governments are aware of the 
dangers of delegating wide powers to subordinate officers of the 
Sales Tax Department and the complaints made to us in this respect 
are not many. We need hardly stress the need for vigilant watch 
by the higher authorities over the exercise of these powers. 


14. As indicated earlier, assessment is in arrears in most States. 

Delays in assessment '^ hile the delays are partly due to the numerous 
adjustments and modifications made in the sales 
tax systems, they are, in some States, traceable to the inadequacy 
of the staff itself. Unless the dealers are assessed promptly 
within a short period after the close of the year, they are 
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put to much inconvenience. Sometimes points of dispute arise and, 
in order to settle them, various types of evidence and attestation 
may be required: e.g., declaration certificates of purchases made, 
supplementary documents regarding sales and so on. The greater 
the delay in assessment, the more troublesome and intractable are 
the disputed items from the point of view of both dealer and 
administration. If, as is sometimes the case, the assessments are 
delayed over a number of years, it is impossible for the dealer to 
obtain the necessary evidence, documentary and other. While the 
honest dealer thus suffers, the delay helps the dishonest dealer in 
many ways, e.g., by giving him time to shift his place of business 
or to disappear from the State altogether. One more point may be 
mentioned. The collection of outstanding amounts, e.g., those based 
on the final assessment, would be easy if this is done shortly after 
the close of the year; otherwise, in many cases they would not be 
recovered at all in spite of the legal provision that arrears of sales 
tax may be recovered as arrears of land revenue. To the extent 
that, in certain States, the heavy arrears in assessment are due to 
inadequate staff, it is necessary that the establishment should be 
strengthened. Apart from other considerations, since the Sales Tax 
is a major source of revenue, any false economy in this matter will 
be positively harmful to the public interest. 

15. While on the one hand assessment has lagged behind, inspec- 

, . , tion and investigation have not received the 

attention which they should. In many States, the 

same staff is expected to do both assessment and 
inspection and the latter is either not done at all or indifferently done; 
in a few States—though even in these not to an adequate extent— 
the Sales Tax authorities do pay surprise visits to dealer’s premises, 
make confidential enquiries about dealers’ turnovers and investigate 
the purchases and sales of one dealer by reference to the returns and 
documents submitted by other dealers. In certain countries, the 
two functions are treated as distinct and the inspecting staff is diffe¬ 
rent from the assessing staff. In Canada, for instance, the inspecting 
•officer also acts as a liaison man with the dealers in the area, calling 
on them, answering their questions and showing them how to keep 
accounts according to the requirements of the administration. This 
is an aspect of Sales Tax administration which in India still awaits 
development. The maintenance of a separate inspection staff to detect 
■evasion and find out the evading dealers and also to serve as a liaison 
between the department and the dealers is extremely desirable. This 
would reduce evasion and help the dealers to comply better and more 
promptly with the requirements of the administration. 

16. There is a good case for the creation of an Intelligence Section 

„„ W.1H ™ ever y. Sales Tax Department. The duties of 
-gence section " sec ^ on would include the maintenance of 

■ necessary statistics, e.g., about the pattern of 

•trade and consumption in the State on the basis of the 
•sales tax returns received by the Department. Detailed informa¬ 
tion about the different types of traders in the State, classi- 
fication of tax receipts according to realisations from sales 
-of different goods in the State and outside the State, etc., 
would be of great value to the State Governments in deter¬ 
mining their tax policy, list of exemptions, etc. The Intelligence 
Section could also help in checking evasion by obtaining relevant 
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information from the Railways, Customs, Central Excise, Income-tax: 
and similar authorities of the Union Government about the 
business of the dealers liable to the sales tax. 

17. In administering the provisions of the Sales Tax Acts and 

. Rules, the Sales Tax Department has on several 
ratings P ^d Ca iastruc- occasions to give opinions as to the leviability 
tions of Sales Tax De- °f tax on a particular sale or on a particular 
partanents class of dealer, to specify the elements of proof 

required in certain contexts and so on. The opi¬ 
nions are expressed in response to individual inquiries, but no rulings 
or instructions are made available to the trading community in gene¬ 
ral. The work of dealers and of the Sales Tax Department as well 
will be facilitated if such rulings and instructions are published at 
regular intervals for the information of those concerned. The provi¬ 
sions of the Act and the Rules, clothed as they invariably are in legal 
form and language, are not clear to a majority of dealers. For the 
information of these, it is the duty of the Sales Tax Department to 
issue small pamphlets (if necessary as priced publications) in regional 
languages, setting out in clear and readily understood terms the varia¬ 
tion of tax liability, the classes of exemptions, the contexts in which 
higher levies are made, the broad particulars of procedure connected 
with the filling in of returns and payment of tax, and so on. Associa¬ 
tions of traders sometimes issue pamphlets for the information of 
their members. But there is considerable need for authoritative 
pamphlets on procedures being published by the State Governments- 
themselves. 

18. The behaviour of sales tax officers, inspectors and staff towards 

Behaviour towards assessees and the public is a matter of great 
public importance. While some of these are tactful 

and courteous in their dealing with traders and 
others, there are several who have yet to learn the lessons of polite 
behaviour. Firmness in securing the interests of the public revenue 
does not consist in downright disbelief of the dealer’s statements, 
inquisitorial investigation of odds and ends in his accounts and, in. 
general, an attitude of determined discourtesy towards the assessee. 
Appreciation of the bona fide difficulties of traders, guidance in 
proper compliance with the requirements of the tax administration 
and courteous behaviour are certain to go a long way towards making 
the sales tax departments less unpopular than they are at present. 

19. Before passing on to evasion in a few of its more detailed 

Issue Of cash as P? c u ts >. may refer to one specific problem 
memos and vou- which in some ways is connected with evasion., 
chers The consumer, as we have seen, is concerned 

., , , , with the burden of the tax; he is also anxious that 

the dealer does not cheat him by charging more than the proper tax. 
Most State Governments have therefore provided in their Acts and 
Kules that, where cash memos or vouchers are issued, the price and 
the tax should be separately shown and the latter limited to what is- 
actually payable by the dealer. If'more is charged than due by way 
of tax, or if a tax is charged when none is leviable, the dealer is 
liable to be prosecuted. As a corollary, uiiregistered dealers from 
whom the tax is not collected by Government are prohibited from 
indicating a tax element in their vouchers. The position, how¬ 
ever,.is full of anomalies. For obvious reason, no State Act lays 
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down that the sales tax should be passed on by the dealer to the' 
consumer. It is the dealer on whom the tax is levied and, strictly 
speaking, it is his own business whether or not, and by how much, 
he increases his sale price on this account. Nevertheless, State Govern¬ 
ments tacitly accept the practice whereby registered dealers purport 
to charge their customers separate amounts as sales tax. Where dealer 
and buyer do not collude, the buyer suspects evasion on the part 
of the dealer if the latter omits mention of sales tax in the voucher, 
and the dealer for his part is often anxious, through specification of 
tax in the bill, to point out in effect to his customers that they are 
being mulcted by Government and not by him so far as that particular 
amount is concerned. This method of satisfying the customers is 
however rather unfairly denied to the uhregistered retailer who, all 
the same, has to pay the tax on his purchases from registered whole¬ 
salers, and sell the gpods at more or less the same price as the regis¬ 
tered retailer. Moreover, the practice of showing the tax separately 
in bills leads to the customer bargaining for his not having to pay 
it, and to the dealer offering not to charge it provided a voucher is 
not ihsisted on, the result being collusion and evasion. It seems to us 
desirable, in these circumstances, that separate mention of the tax in 
the hill should be discouraged by State Governments, or at any rate 
not seem to receive their specific approval. The law of demand and 
supply and the price levels in the market will themselves be limiting; 
factors on the dealers’ attempts to overcharge. Issue of vouchers and 
cash memos, however, should be made compulsory for registered 
dealers, or at any rate, for such of them as have a turnover which 
exceeds h prescribed level. This would be specially appropriate for 
the single-point levy. 

20. Evasion and avoidance of tax are occasioned by various con- 
Evasion and avoi- texts and reasons (some of which have already 
dance of tax been incidentally referred to) such as: 

(1) constitutional restrictions; 

(2) lack of definiteness and precision in specifying categories 
of either special goods or exemptions; 

(3) collusion between dealer and his customer; and 

(4) administrative complexities. 

Earlier, we have discussed the scope for avoidance of tax which 
has arisen under the operation of Article 286 in its bearing on inter¬ 
state trade. We believe this will be substantially reduced if our 
main recommendations are adopted; as already explained, one of the 
objects of our proposals is to eliminate the incentive which now 
exists for consumers and unregistered dealers in one State to buy 
from the dealers of another State when ordinarily they would have 
bought from registered dealers of their own State. In regard to 
the second category mentioned above, many of the State Acts and 
Regulations are themselves partly responsible for the evasion Thus 
as a rule, when exemptions (or higher rates) are related to prices- 
below (or above) certain specified limits, instead of to the whole 
of a precisely definable class of goods, scope is afforded to the 
dealers to under-price the goods in their bills or books of accounts 
and in that manner- evade the tax. It is therefore necessary to 
keep ‘price’ categories, as distinguished from ‘class’ categories to 
the bare minimum, if, indeed they cannot be eliminated altogether- 
further, in defining ‘class’ categories, it is necessary not only to be 



rations, including the simplicity and definiteness required, from 
the point of view of both trade and administration. We have 
already dealt with this in connection with exemptions. We have also 
referred to collusion between dealer and customer; so far as the 
former is concerned, it may be emphasised here that it is not just 
sales tax but also income-tax which the dealer is anxious to evade 
by not giving vouchers and not including 1 certain transactions in 
the accounts he maintains. The complexities introduced from time 
to time into the different sales tax systems are responsible for an 
appreciable degree of evasion and avoidance. Several rules and 
regulations made for the purpose of reducing evasion, widening 
■concessions, or increasing revenue involve the maintenance of com¬ 
plicated accounts and the submission of detailed returns by way of 
proof or evidence. Where these requirements are not fulfilled, the 
•dealer runs the risk of paying the tax from his own profits. This 
is only one aspect of a context in which bribery and corruption 
have readily assumed serious proportions. There is great need— 
and considerable scope—for simplifying the administrative require¬ 
ments, including accounts, forms of return, etc. Further, it is neces¬ 
sary to pay much more attention than at present to supervision, 
including surprise checks, by the higher officers of the Department. 
•Similarly, assessments made by the lower officers should be 
test-audited more frequently. Another direction in which the 
problem of evasion can be tackled is for the State Governments 
to make arrangements with the customs and railway authorities for 
exchange of information; there could also, in the same connection, 
be much greater co-ordination between the Sales Tax Departments 
of different States. Sometimes co-ordination is lacking even 
between different Sales Tax Offices within the same State. We shall 
later revert to the question of co-ordination. Meanwhile, among 
the methods of evasion practised, may be noticed the following 
two categories:— 

(1) Manipulation of accounts; omission of some of the taxable 
sales from books and records; suppression of other trans¬ 
actions (e.g., purchases) in the light of which the sales 
can be verified; under-estimation of production, imports 
and sales by manufacturers and importers; falsified 
entries in declaration forms and certificates; showing sepa¬ 
rately sales of bullion and sales of services even when 
ready-made gold and silver ornaments are sold; and 

(2) Carrying on business without registration; splitting up of 
business so that the turnover may be below the taxable 
limit; changing place of business, name of firm, etc., when 
assessment becomes due, or disappearing altogether from 
the jurisdiction of the particular State. 

21, Various attempts are made by State Governments to prevent 
such evasion. Under the sales tax statutes, powers have been given 
to the sales tax officers to search the dealers’ premises, to seize their 
books etc. Heavy fines and cancellation of registration certificates 
are also prescribed as penalities for evasion of tax. Evasion conti¬ 
nues in spite of these, and experience has shown that the more 
complicated the tax system, the more the prevalence of evasion and 
the greater the scope for corruption. 
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22. For the maintenance of a proper liaison with the trade and 
industry, it is necessary that the Sales Tax 
Committeis dViSOry Department should maintain some contact 
with the chambers and associations of different 
trades, industries and commerce and get their advice and help in 
administering the tax. It is obviously neither possible nor desirable 
that sales tax officers should directly deal with all such associa¬ 
tions. A small Committee representing the important sections of 
trade, industry and the consumers would serve this purpose much 
better. Such Committees have been established in one or two States 
and are reported to have proved successful in meeting the grievan¬ 
ces of traders and ensuring their co-operation in the administration 
of the tax. We recommend that in each State there should be a 
Sales Tax Advisory Committee consisting of the representatives of 
different trade interests. It is necessary to lay down that the sales 
tax matters discussed by these Committees should- be those of gene¬ 
ral interest to the trade and not items of individual dispute or griev¬ 
ance relating to particular assessments or particular dealers. 


23. It is necessary that there should be an independent authority 

Sales Tax Tribunals in each State to decide the final appeals on sales 
tax disputes between the Department and the 
dealer. In most States, at present, the appeals lie to the higher 
executive authorities; but these do not create the same confidence 
in the minds of the dealers as an independent appellate authority 
would. Some States have already established such independent 
Sales Tax Tribunals in their States; and these are reported to be 
working satisfactorily. These Tribunals consist of senior persons 
having judicial, accountancy and business experience. We recom¬ 
mend the establishment of such tribunals in all States. 

24. We have already dealt with the constitutional and legal 

Co-ordin n ti«n . aspects of co-ordination between the Union and 

Inter-State Taxa- tke States in matters pertaining to the regula¬ 
tion Council tion and levy of the sales tax. In the adminis- 

tration of the tax, there is constant need for ex¬ 
change of information between one State and another. Further, there 
are occasions when it is necessary to have consultations with the 
pales Tax Departments of other States on specific matters of common 
interest and on general problems affecting more than one State. 
Moreover, any exchange of information regarding the methods of 
assessment, maintenance of accounts and other procedural matters 
is likely to be very useful in improving the efficiency of the Depart¬ 
ment as a whole, and making it a more useful instrument of tax collec- 
tion. It is hence desirable that there should be meetings of the 
heads of Sales Tax Departments of all States at least once a year to 
have discussions on topics of mutual interest. We recommend annual 
conferences for this purpose under the auspices of the Inter-State 
taxation Council the creation of which we propose elsewhere in this 
Report. The representatives of the Central Government would also 
of course, have a definite part to play in such conferences. 

25. Finally, we would make the concrete suggestion that the 

Uniformity iu sales 5£ te *‘ S ^ te * Taxation Council should undertake 
tax law and proce- the . task , of introducing as much uniformity as 

dure possible, between different States, in the matter 

of sales tax law, regulation, procedure and forms 
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in so far as these can be distinguished from, or are not concerned 
with, actual rates, turnover limits, exemptions, etc. At present, the 
definitions of terms like ‘dealer’, ‘sale price’, ‘turnover’, ‘year’, etc., 
differ widely from State to State. This leads to their interpretation 
and judicial construction being different in different States and 
creates unnecessary complications and hardships to the trade and 
industry, particularly in regard to inter-State transactions and for 
dealers who have branches in more than one State. The procedure 
for filing returns and payment of tax, for assessment, for appeals and 
revision, etc., and the regulations regarding maintenance and inspec¬ 
tion of accounts also vary considerably between the different States. 
The same lack of uniformity is to be found even in the forms of 
returns, forms for refunds and adjustments, the type of evidence to be 
produced for sales outside the State, etc. Without conferring any 
advantage whatsoever on individual States, this diversity in regu¬ 
lation and procedure creates many avoidable difficulties for trade, 
commerce and industry. In forms and procedure, in particular, and 
even in regard to the structure of different Sales Tax Acts and in 
the definitions adopted in them—though not, as we have stated in 
rates, exemptions, registration limits, etc.,—it is not only possible 
but extremely desirable that as large a measure of uniformity as 
feasible should be aimed at and achieved. We consider that the 
Inter-State Taxation Council, as soon as it is established, should take 
this up as one of its very first tasks in the context of the sales tax. 



CHAPTER VI 


STATE TAXES ON MOTOR VEHICLES AND MOTOR SPIRIT 

In this chapter we propose to consider the taxation of motor 
T . . vehicles and motor spirit by itself as well as in 

n o uc ion it s relation to road development. Both motor 

vehicles and motor spirit are subjected to different types of taxes by 
different authorities. While the imports of motor vehicles, accesso¬ 
ries and spare parts and the imports of motor spirit are liable, along 
with the imports of other goods, to the customs duties levied by 
the Government of India, motor spirit, power alcohol and tyres and 
tubes manufactured within the country are liable to Central excise 
duties. Then, there are the State taxes such as motor vehicles tax, 
tax on sales of motor spirit and sales tax on motor vehicles and 
their spare parts and- accessories. Lastly, there are local taxes like 
wheel tax, and tolls. The items of taxation with which we are 
specially concerned in this chapter are the State taxes on motor 
vehicles and on motor spirit. 

2. The receipts from motor vehicles tax and sales tax on motor 

Receipts from spirit for all the States are as shown below:— 
taxes on motor 
vehicles and on 
motor spirit 

(In lakhs of Rupees) 

1953-54 1954-55 
(Budget) 

Motor Vehicles Tax 

Part A States .. 

Part B States. 

Part C States . . ...... 


Total 


Sales tax on moior spirit 
Part A States . 

Part B States . 

Part C States . 


Total 


10,48 

10,45 

2,34 

2,41 

32 

32 

13,14 

13,18 

6,47 

6,52 

1.13 

1,26 

I 

I 

7.61 

7.79 

; the rates, how- 


— ' — i - j wuu.ui.ioiivm uiate w owre. xne utii. uu me sates 

of motor spirit is levied by all Part A and Part B States, and by 
Goorg, Himachal Pradesh, Manipur and Vindhya Pradesh among 
Part C States. 


3. The motor vehicles tax was first levied on an all-India basis 
in the form of. fees under the Indian Motor 

lopment Commit¬ 
tee 


Indian Road Deve- Tr , . ; , -. ---- 

Vehicles Act of 1914. The Act was primarily 


concerned with the regulation and control of 
motor traffic and only incidentally with the tax¬ 
ing of motor vehicles. Different fees were levied under it for regis¬ 
tration, permits, driving licences, etc. The fees were increased from 
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time to time. Motor traffic expanded greatly after the first World 
War. This necessitated a very large increase in the expenditure on. 
roads which State Governments and local authorities had to incur. To 
examine the requirements of a programme of road development and 
the financial resources available for the purpose, the Government 
of India appointed in 1927 the Road Development Committee. One 
of the findings of the Committee was that “road development in. 
India is passing beyond the financial capacity of Provincial Govern¬ 
ments and local bodies and is becoming a national interest which, 
may, to some extent, be a proper charge on Central revenues”. The 
Committee recommended that the Central Government should levy 
a special tax of two annas on motor spirit and credit the proceeds- 
to a Central Road Fund. It also recommended that the States should, 
explore the possibility of imposing a tax on motor vehicles for 
financing road development. These recommendations were accept¬ 
ed by both the Government of India and the States. In 1930, the 
Government of India imposed an additional tax of two annas on. 
motor spirit and created the Central Road Fund out of the proceeds^ 
The States, for their part, enacted separate measures for imposing; 
taxes on motor vehicles. 

4. While recommending the taxation of motor vehicles by States,. 

„ . . the Road Development Committee also suggested, 

regarding^otor* that the tax should be a consolidated one and 

vehicles tax that separate levies like tolls should be with¬ 

drawn. It stated: “In our opinion the objection. 

to tolls goes far beyond the obstruction to motor transport. We 
have received ample evidence of the harassment to traffic of all kinds, 
and there is a strong demand that tolls should be altogether abolished.. 
It may be argued that tolls are paid in direct proportion to the use- 
made of the road and that they are paid in small sums which the road 
user can afford and that they are traditional to the country and cannot: 
be readily replaced by any other form of taxation. An additional, 
objection is the practice of farming tolls which diverts a considerable 
part of the receipts to the farmer. We may, however, express a. 
hope that tolls on all traffic will be abolished as soon as possible and: 
be replaced when necessary by some form of taxation that is less: 
vexatious to road transport”. In accordance with this recommend¬ 
ation, the States imposed higher taxes on motor vehicles and,, 
wherever feasible, abolished the taxes levied by the local authorities. 
In some instances, municipalities were allowed to continue to levy 
wheel taxes. The local bodies which suffered loss by the abolition 
of their own taxes on motor vehicles were compensated by the State- 
Governments out of the proceeds of the State motor vehicles tax. 
In some States, e.g., Bombay and Uttar Pradesh, it was decided to- 
credit a part of the proceeds from the tax on motor vehicles to a 
special State Road Fund. In other States, the practice continues to» 
be that of crediting these receipts to the general revenues without 
specific earmarking. 

5. Under the Constitution, while the taxation of motor vehicles: 

„ . ... is in the State List (Entry 57 in List II), the sub- 

ta ” t0 prese 1C eS 3 ect “mechanically propelled vehicles including 

position the principles on which taxes on such vehicles are 

to be levied” is included in the Concurrent List 
(Entry 35 in List III). No legislation in regard to these principles: 
has so far been enacted by the Union. The basis of the motoxr 
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vehicles tax varies from State to State. In some States, goods 
vehicles are taxed on the basis of unladen weight, in some on the 
laden weight, and in a few others on the authorised load. Private- 
motor cars are taxed either on unladen weight or according to seat¬ 
ing capacity. Passenger buses are generally taxed on the basis of 
their seating capacity. The rates of tax differ very widely, as will 
be seen from the comparative table below for a few of the States: — 

Table 1. — Rates* of motor vehicles tax 


Selected vehicles 

Madras 

Assam 

Bombay 

Orissa 

West 

Bengal 


Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

1. Medium car if used— 






(a) as taxi 

300 

80 

272 

480 

250- 

(b) for private purpose 

I 5<5 

80 

120 

150 

120- 

2. Passenger buses— 






(a) 30-seater . 

3,000 

375 

1,072 

3,600 

1,240 

(b) 40-seater . 

4,800 

625 

L 392 

4,800 

1,460- 

3. Goods vehicles with laden 



weight of— 






(a) 5,600 lbs. . 

800 

210 

480 

900 

210- 

(b) 11,200 lbs. 

1,172 

360 

960 

1,320 

365 

(c) 20,160 lbs. 

1,708 

600 

1,800 

1,920 

810 


♦The rates shown do not include the ‘wheel tax’ levied by local bodies. 

6 . The sales tax on motor spirit was first imposed in India in 1937. 

The first Province to levy a tax on the sale of 
spirit tax 'present motor spirit was Central Provinces and Berar 

position P and its example was soon followed by other Pro¬ 

vinces e.g., Madras, Bombay and Bengal. Today, 
except for a few Part C States, every State in India levies a tax on 
the sale of motor spirit. Most States have separate Acts for the levy 
of a sales tax on motor spirit, though a few States, e.g., Madhya 
Bharat, Travancore-Cochin, Delhi and Vindhya Pradesh, levy it as- 
part of their general sales tax. Like the motor vehicles tax, the rates 
of tax on sales of motor spirit also differ from State to State as shown, 
below: — 

Table 2. —Rates of sales tax on motor spirit 


Rates of levy 

States Remarks 

Per Per 

gallon rupee 


Bihar, Bombay, Madras, Orissa, 
West Bengal and Mysore 
Travancore-Cochin . 


6 annas 


Saurashtra ..... 

Assam, Punjab, Hyderabad, PEPSU \ 
and Himachal Pradesh J 

Uttar Pradesh and Coorg 
Madhya Pradesh .... 
Madhya Bharat and Vindhya Pra- \ 
desh f 

Delhi ...... 


4 annas 
3 annas 
2 annas 


2i pies This rate of tax is imposed 
on the first stager 
of sale; subsequent 
stages of sale are taxed, 
at 3 pies per rupee. 


2 annas 
i anna 
1/2 anna 
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7. As the taxation of motor vehicles and of motor spirit has a 
significant association with road development, it 
Hoad development j s necessary to assess the extent and the financial 
•programme : Nagpur i m pii ca ti ons 0 f the road development require¬ 
ments of this country. The first attempt to ana¬ 
lyse the problem of road development on an all-India basis was made 
in 1943 when, at a conference of Chief Engineers held at Nagpur, a 
planned programme of development of roads was drawn up for India 
as then constituted. The ‘Nagpur Plan’, as this came to be known, 
envisaged a ten-year programme for increasing the total mileage of 
hard surface roads as follows: — 

Table 3. — Road development under the ‘Nagpur Plan’ 


Increase in Cost 
mileage (in crores 
(ooo miles) of Rupees) 


National Highways ........ 20 48 

Provincial Highways ........ 59 118 

District Roads ......... 135 122 

Village Roads ......... 150 30 


364. 318 


An important aspect of the Nagpur Plan was that it also aimed at 
■connecting every village in a well-developed agricultural area to 
the main road. Implementation of the Plan as a whole fell far short 
-of the programme on account of shortage of materials, scarcity of 
technical personnel and financial stringency. During the period of 
three years 1947—50, the States spent on roads only about Rs. 27 
crores. The Planning Commission in its report estimated that, at 
the subsequent price levels with which the Commission was con¬ 
cerned, the Nagpur Plan would cost about Rs. 744 crores, of which 
Rs. 133 crores would be for national highways and Rs. 611 crores for 
other roads. In its original form, the First Five-Year Plan included 
a provision of Rs. 97-6 crores for road development; this amount has 
since been increased to Rs. 131-3 crores. The break-up of the pro¬ 
vision between different States is given in Statistical Appendix No. 1 
together with corresponding details of the expenditure so far 
incurred on road development. Broadly, the distribution of the 
-expenditure on road development is as follows: — 

Table 4. —Expenditure on road development 

(In crores of Rupees) 

Total estimated Expenditure that 

expenditure on will be incurred to Ealance 

road development the end of 1951—55 
1951—56 


Government of India 

41 - 2 

21 -2 

20-0 

Part A States • 

' 57'7 

53'9 

3-8 

Part B States 

25-8 

14-8 

S '-4 

Part C States . 

6-7 

4'3 

2-4 

Total . 

I 3 f 3 

94-2 

31'6 
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8 . The Central Government assumed financial liability for the 
maintenance and development of national 
Present position highways with effect from 1st April 1947. The 

development r ° a schemes in the Five-Year Plan, in so far as 

these have a bearing on national highways, 
relate more to the construction of bridges and missing road links 
than to any large scale extension or reconstruction of national high¬ 
ways. If the State schemes of road development in the Five Year 
Plan are all implemented, the mileage of metalled roads will 
increase from 10,007 miles in 1950-51 to 12,453 in 1955-56 in Part A 
States and from 7,588 miles to 8,129 miles in Part B States. This is 
far below the mileage envisaged in the Nagpur Plan. The State 
roads are maintained and constructed from State revenues, supple¬ 
mented by grants from the Central Road Fund. A few States, as 
we have said, have their own Road Funds from which a part of 
their' expenditure on roads is met. The development of rural com¬ 
munications in particular has been on a very small scale in relation 
to the total problem. Some States have no doubt given high priori¬ 
ty to the development of village roads in their Plans, but in actual 
fact, what has been achieved is very little. The local bodies which 
are in charge of these roads have not even the means to maintain 
their existing roads properly and any extension of the communica¬ 
tions is, in most cases, wholly beyond their capacity. The grants-in- 
aid given by the State Governments are not adequate for their 
requirements. The extension of village roads has, generally speak¬ 
ing, been left to local effort and initiative. Part of this consists in 
the contribution of free labour and free gifts of land or money by 
the villagers, the other part coming from local bodies and State 
Governments. 


9. The growing expenditure of State Governments and local 
m * .. , authorities on the reconditioning of roads 

Taxadon Enqu/ry which had been greatly damaged during the 
Committee period of the last War occasioned the imposition 

of fresh taxes and an increase in the existing 
rates of taxes on motor vehicles and motor spirit. The multiplicity 
of these taxes and the wide divergence in the rates led to the 
appointment by the Government of India in 1950 of the Motor 
Vehicles Taxation Enquiry Committee. The Committee was 
appointed to enquire into the existing systems of taxation of motor 
vehicle-users in India and to recommend— 


(a) the basis of a scientific system of taxation of the motor 
vehicle-users to ensure the provision and development of 
cheap, rapid and efficient transport, for different cate¬ 
gories of users by the means best suited for the kind of 
traffic involved and with a view to obtaining proper 
co-ordination between the different forms of inland trans¬ 
port; 

(b) the method of securing reciprocity in taxation between 
the various taxing authorities; and 

(c) the principles on which any part of the proceeds of the 
taxation of motor vehicle-users by the Union and State 
Governments and local authorities, should be made avail¬ 
able for road maintenance and development. 

318 M. of F. —6 
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The Committee’s enquiries showed not only that the rates of motor 
vehicles taxes varied widely from State to State, but that there 
were a number of taxes which were levied in addition such as: 

(i) entrance tax, i.e., a tax on vehicles entering a State; 

(ii) taxes or cesses on passengers and goods carried by roads; 

(iii) permit and other fees levied at rates which made them 
partake of the nature of taxes; 

(iv) sales taxes at relatively high rates on motor vehicles and 
their spare parts; and 

(v) a large number of local taxes like wheel taxes, octroi, 
transit taxes, tolls, etc. 


10 . The Committee’s recommendations aimed, among other things, 
at rationalising the system of taxation and 
mitigating its burden. The Committee consi¬ 
dered that, in place of the existing multiplicity 
of taxes, so far as State Governments and local 
bodies were concerned, there should be only 
two taxes on motor vehicles, viz., a fuel tax and a motor vehicles 
tax. The fuel tax, 'i.e., the tax on motor spirit, would ensure taxa¬ 
tion in proportion to use and the motor vehicles tax would provide 
for other factors like wear and tear of roads, ability to pay, etc. 
The Committee accordingly considered that taxes other than these 
two were unnecessary; in many cases, they were inequitable, 
vexatious and burdensome. It recommended, therefore, that all the 
other taxes should be abolished. In regard to the burden of tax, 
the Committee recommended that the fuel tax should not exceed six 
annas a gallon and that it should be imposed in the form of a 
surcharge on Central excise duties. The motor vehicles tax was not 
to exceed the ceiling rates recommended by the Committee. These 
celling rates were lower than the rates of motor vehicles tax pre¬ 
valent in the State of Madras which had the highest rates in India. 
It suggested that the basis of the tax on motor vehicles should be: 

Motor cycles—flat rates. 

Motor cars—unladen weight. 

Goods vehicles—laden weight. 

Buses—seating capacity. 


Recommendations 
of Motor Vehi¬ 
cles Taxation En¬ 
quiry Committee 


In regard to other vehicles using the roads, the Committee 
recommended a road cess of one anna in a rupee of land revenue. 


F ° r , Part A States, according to the Committee, the financial 
effect of the recommendations with reference to the year 1948-49 
would be as shown in Table 5 at page 83. 


The recommendations of the Committee were considered in 1951 

Consideration of b J J; be Trans P ort Advisory Council consisting 
Committee’s re- 2^ ^e representatives of the Union and the 

commendations States. While the basis of the tax on motor 

vehicles recommended by the Committee was 



Table 5. — Financial effects of the Committee's recommendations 
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accepted, the representatives of such State Governments as levied 
the motor vehicles tax at relatively high rates were opposed to the 
proposal to fix the ceiling rates of motor vehicles tax below the 
Madras rates. In view of this opposition, the Transport Advisory 
Council adopted a resolution recommending that the ceiling rates 
for the levy of motor vehicles tax should be at the level of the 
Madras rates. The ceiling of six annas a gallon for sales tax on 
petrol was, however, accepted. On the question of abolition of 
other taxes on motor vehicles, no agreement could be reached. 
It was accordingly decided that the Technical Committee of the 
Transport Advisory Council should examine ways and means of 
implementing the Motor Vehicles Taxation Enquiry Committee’s 
recommendations. The Technical Committee’s report was consi¬ 
dered by the Transport Advisory Council at its meeting held in May 
1953 and the following conclusions were reached: 

(i) Ceiling on motor vehicles tax: The representatives of the 
States generally agreed to the proposed ceiling rates at the level 
of Madras rates being specified in the legislation to be enacted 
under Entry 35 of the Concurrent List. Their agreement was, how¬ 
ever, subject to the condition that the ceiling rates would be review¬ 
ed and refixed, if necessary, at the end of five years. 

(ii) Abolition of octroi and other local taxes: There was general 
opposition to the abolition of these taxes on the ground that it was 
wrong to increase the rates of motor vehicles tax and thereby affect 
the whole State for the purpose of consolidating octroi and other 
local taxes which affected only the people within the area of the 
local authorities. It was, however, agreed that the local authorities 
should levy octroi on goods consumed within their area and no 
octroi and transit duties should be levied on goods merely passing 
through the area of the local authorities. All taxes and duties of 
the latter type, if levied by any local authority, should be abolished. 

(iii) Abolition of wheel taxes: There was opposition to the 
abolition of wheel taxes levied by municipalities. The represen¬ 
tatives of State Governments agreed to examine the suggestion that 
wheel taxes might be collected along with motor vehicles taxes. 


12. Several representations have been received by us supporting 
e . . . the recommendation of the Motor Vehicles 

byX commission Taxation Enquiry Committee that there should 
be imposed one fuel tax on motor vehicle- 
users in place of the different taxes and duties levied on 
them at present by the States and the local authorities. It 


is necessary to examine this recommendation in some detail, 
keeping in mind both the financial implications for the States and 
the local authorities, who are responsible for road maintenance and 
development, and the financial burden of the tax on the users of 
motor vehicles. Since the Committee reported in 1950, several 
States have increased their rates of motor vehicles taxes, and cer¬ 
tain States, e.g., Madras, Punjab, Bihar and Assam, have commenced 
to levy a tax either on passengers and goods or on goods alone. 
Several local authorities have increased the rates of their wheel 
taxes and some of these have started levying octroi and transit 
duties for the first time. It has been urged before us that the 
cumulative effect of all these taxes has been to reduce the number 
of motor vehicles plying on the roads. 
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The following table shows the number of different types of 
motor vehicles registered in India during the last four years: 

Table 6. —Number of different types of motor vehicles 


Year 


Motor 

cycles 

Private 
motor cars 

Taxi cabs 

Buses 

Goods 

vehicles 

Total mo¬ 
tor vehic¬ 
les 

1950 . 


• 28,193 

1.49.476 

8,407 

29,443 

74,471 

2 , 98,662 

1951 . 

• 

• 27,105 

1.47.953 

11,482 

34.271 

86,509 

3 , 10,145 

1952 • 

• 

27,012 

1 , 47,982 

11,788 

34.372 

82,413 

3 , 08,261 

1953 • 

• 

. 29,124 

1 . 56,154 

13,261 

39,449 

90,075 

3.33,219 


The figures do not show any decrease in the number of motor 
vehicles plying on the roads. There was some decrease in 1952 
which has been more than offset by the large increase that took 
place in 1953. 

13. The existence of a multiplicity of taxes on the users of motor 

vehicles cannot be said to represent a position 
lug and ter- Peculiar to India. Consolidation, of course, has 
mfnal taxes obvious virtues; but it has to be remembered 

that the consolidation of such of the relevant 
taxes as are at present unrelated to the ownership or possession of 
motor vehicles into a higher motor vehicles tax might have the 
effect of shifting the burden of taxation to persons more or less 
unaffected by the previous taxes. This applies in particular to the 
suggestion that octroi and terminal taxes levied by municipalities 
should be abolished, and in effect merged in a higher motor vehicles 
tax. There is little connection between octroi and motor vehicles 
tax. The former is levied on goods while the latter is on the motor 
vehicle. The desirability or otherwise—and so also the practicability 
or otherwise—of abolishing octroi and terminal tax have to be 
decided on grounds which have no special bearing on the taxation 
of motor vehicles. We are unable to support this part of the 
Enquiry Committee’s proposal in the form and in the context in 
which it has been made. Our detailed suggestions regarding octroi, 
transit fees, permit fees, etc., occasioned by the considerations 
relevant to them, wil} be found in the section of our Report which 
deals with local taxes. 

14. The wheel tax imposed by municipalities, unlike octroi and 

Abolition of n,h«i terminal tax, is a direct addition to the State 
tex levied by 'muni- Government’s own levy on the motor vehicle, 
cipalities viz,, the motor vehicles tax. Several consi- 

derations, including the convenience of the tax¬ 
payer, point to the desirability of the two levies being con¬ 

solidated into a single one. This is especially so from the 
point of view of municipalities other than those of the 

bigger cities: in other words, of all municipalities except the Cor¬ 

porations. Firstly, the motor vehicles ‘registered’ for the purposes 
of wheel tax in such municipalities usually operate in areas much 
wider than the municipal areas themselves. Secondly, motor 
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vehicles which pay the wheel tax elsewhere (usually in the bigger 
industrial centres) pass through the areas of more than one munici¬ 
pality and make use of the roads provided by them without contri¬ 
buting to the revenues of such municipalities. In broad principle, 
what each such municipality is entitled to is a share of the proceeds 
of a wheel tax collected over a much larger area and divided in 
proportion to the extent of the use made of its roads by all motor 
traffic, whether or not the vehicles belong to persons resident in. 
the municipal area. The factors relevant for this purpose would be 
the mileage of the municipal roads and the volume of motor traffic 
(through or local) making use of such roads. It should not be 
difficult to work out a formula for distribution of proceeds on this 
basis and, for purposes of applying it, collect and periodically 
revise the necessary statistics of road mileage an'd (through sample 
surveys) of motor traffic for the different municipalities of the State. 
So far as such municipalities are concerned, therefore, we recom¬ 
mend: (1) the abolition of the municipal wheel tax on motor vehi¬ 
cles, (2) an appropriate increase in the motor vehicles tax levied by 
the State Government, and (3) the apportionment of the proceeds 
relatable to a suitable fraction of such higher tax between the different 
municipalities concerned on the basis of the formula and the data 
referred to above. We refrain from specifying the fraction or con¬ 
cerning ourselves with the details of the formula and the data—it 
is impracticable to lay down any of these in terms which are uni¬ 
form for all States—but we recommend that the distributable pro¬ 
portion of the higher tax should be one which, if it errs at all, errs 
on the side of liberality to the municipalities. 

15. The arrangements we have described above are not intended 
to apply to the municipal corporations. Corpo¬ 
rations in the big cities, which are also usually 
the centres of industry and business, construct 
i j-i. roads of a relatively high standard and incur 

large expenditure on their maintenance. Any grants allocated to 
them from the proceeds of the motor vehicles tax on the same scale 
as for other municipalities would be wholly inadequate for their 
requirements; moreover, if allocations to corporations are made out 
?[ same funds, it would be difficult to ensure adequate grants to 
the other municipalities. We are, therefore, of the view that corpo- 

atmmnl S l 0U ?H b L Pern 5 ltted 1° ■ levy se P arate wheel taxes, i.ej no 
attempt should be made in their case to consolidate such taxes into 

the motor vehicles tax. We note that the Road Development 
Committee, which recommended consolidation of local taxes into a 
provincial motor vehicles tax, recognises the need for making an 
exception in respect of the larger municipalities: g 

“ft would of course be necessary to compensate local authori¬ 
ties by grants from provincial revenues for the loss of 
income that they might have derived from local imposts. 
HiffTiVi 130 ^cognised that road service provided by 
ennffawt 1 fi Cal b0 J dl u S varies greatly and could not be 
SS-S? financed by uniform provincial taxation. In 
arge cities for instance, where costly and efficient road 

tra S nt™4 S la rgeiy for the benefit of motor 

^ to bejSLd* “ add “ i0 ” *° provindal *“ 


Wheel tax levied by 
municipal corpora¬ 
tions 
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While we recommend the levy of wheel taxes by municipal corpo¬ 
rations in addition to the levy of the motor vehicles tax by State 
Governments, we, at the same time, suggest that there should be 
some reduction in the motor vehicles tax for the motor vehicles 
plying exclusively within the limits of each corporation. Such a 
practice already obtains in Bombay for motor vehicles plying for 
hire. 

16. Apart from the tax on motor vehicles and the sales tax on 

Sales tax on motor motor spirit, the State taxes which arise for 
vehicles consideration are: — 

(i) sales tax on motor vehicles, accessories and spare parts; 

(ii) tax on carriage of goods and passengers; and 

(iii) other miscellaneous taxes like ‘entrance tax’. 

The Motor Vehicles Taxation Enquiry Committee recommended that 
the ordinary rates of sales tax, and not the ‘special’ higher rates 
levied by various State Governments, should be applicable to motor 
vehicles, spare parts and accessories. The higher rates, where they 
are in force, are by no means confined to motor vehicles. Several 
other articles are subject to such levy including refrigerators, elec¬ 
trical goods, etc. We are unable to concede that motor vehicles as 
a class are unsuitable for inclusion in the list of articles on which 
special rates of sales tax are charged by State Governments. 

17. The tax on the carriage of passengers and goods levied under 

Entry 56 of List II in the Seventh Schedule to 
andeoods aSSengerS the Constitution has been in force for some 

8 time in the States of Bihar, Madras and 

Punjab; recently, Assam too has introduced a carrier tax. The fol¬ 
lowing table gives certain details regarding this tax: — 

Table 7. —Details regarding tax on passengers and goods 


Year in ■ Receipts 

State which Context of liability Rate of tax (In lakhs 

levied to tax of Rupees) 


Assam . 


Bihar 


Madras ■ 


1954 Manufactured tea car¬ 
ried in tea chests 
and jute carried in 
bales by motor ve¬ 
hicle, cart, boat, 
animal or human 
agency or any other 
* means. 

1950 Passengers and goods 
carried by motor 
vehicles. 

1953 Passengers, luggage 
goods carried by 
stage carriages and 
goods carried by 
public carriers. 


One pice per pound 
of manufactured tea 
and one pice per 
seer of jute. 


Two annas in the 
rupee on fares and 
freights. 

Nine pies in the 
rupee cn the fares 
and freights in the 
case of stage car¬ 
riers and six pies 
in the rupee on 
freights in the case 
of public carriers. 


50 (esti¬ 
mate! 


19 


60 
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Table 7 .—Details regarding tax on passengers and goods —contd. 


State 


Year in Receipts 

which Context of liability Rate of tax (In lakhs 
levied to tax of Rupees) 


Punjab . . . 1952 Passengers and goods One pie per anna on 42 

carried by motor the fare or freight 
vehicles. subject to a mini¬ 

mum of three pies. 

In the case of pub¬ 
lic carriers, the tax 
is compounded in¬ 
to lump sums of 
Rs. 340 per annum 
per public carrier 
plying on hill 
routes and Rs. 360 
per annum for 
others. 


The proposal of the Motor Vehicles Taxation Enquiry Committee 
that carrier taxes of this kind should be abolished has been opposed 
by the States concerned on the ground that the tax is paid by the 
passengers and the persons transporting their goods and is not a 
burden on the operators or carriers. The relevant question is 
whether, in any particular State, the combined effect of these and 
allied taxes is such as to hamper the proper development of motor 
transport. Ultimately, the burden of both the motor vehicles tax 
and the tax on passengers and goods falls on the user of the motor 
vehicles and neither tax can be considered in isolation. Where the 
Tates of the motor vehicles tax have been kept adequately low, a tax 
on passengers and goods may reasonably be levied; but where the 
motor vehicles tax is itself very high, the levy of a separate tax on 
passengers and goods would be unjustifiable. The case of Madras, 
for example, we consider to be one in which reduction is obviously 
called for in either or both the taxes. 


18. A few States levy what are known as entrance taxes. These 
it , 1 , , „ are collected on motor vehicles which, not being 

meats ’ betwefn registered in the State, pass through its territory. 
States In some instances, motor vehicles passing through 

more than one State are made liable to pay the 
motor vehicle taxes of the different States. The problem, of double 
taxation, combined with inconvenience to the tax-payer, which thus 
arises can readily be solved by reciprocal arrangements between the 
different States. Such arrangements have in fact, in recent years, 
Sheen entered into by Part A States with respect to the taxation 
•of private cars. Thus, a car registered and tased in one State 
is exempted for the relevant quarter from further taxation in 
any of the other States which are parties to the agreement. We 
suggest that in the . interests of unhampered traffic, whether of 
passengers or of goods, between different States, the principle which 
already in part operates in respect of private cars should be extended 
to all other motor vehicles and as between all States. Where bus 
services or public carriers ply regularly through two or more States, 
arrangements can and should be made for the distribution between 
the States concerned, on an agreed basis, of the proceeds from the 
"taxes on such vehicles. We also recommend that entrance taxes 
•or fees, licence duties, etc., wherever these are in the nature of a 
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tax on the motor vehicles registered in another State should be 
abolished. 


19. We would refer in passing to the other recommendations of 


Freight equalisation 
cess 


the Motor Vehicles Taxation Enquiry Committee. 
These pertain to (i) a transport cess for equalisa¬ 
tion of the freight charges for transport of motor 


spirit, and (ii) a road cess on land revenue in lieu of 


a tax on carts in rural areas. The Committee recommended the 


levy of a cess of one and half annas per gallon of motor 
spirit for equalising transport charges. The price of petrol varies 
from place to place according to the cost of the transport involved; 
it is thus cheaper in port towns and dearer in inland centres. In 
urging the equalisation of transport charges, and. along with it, 
broadly, of petrol prices, the Committee had in mind, as one of the 
main considerations, the need for creating for motor transport a 
scope for development which would not markedly differ between 
different areas. There was also another reason why the Motor 
Vehicles Taxation Enquiry Committee felt, in the light of another of 
its recommendations, that the price of petrol should be broadly uni¬ 
form throughout the country. If, as separately recommended by 
the Committee, the tax on motor spirit was to be raised to six 
annas per gallon throughout India, the price of petrol, exclusive of 
the tax, could not be markedly high in some areas and markedly low 
in others. A six-anna rate would then be impracticable for the 
former areas. The suggestions concerning the equalisation of petrol 
prices have met with opposition from the maritime States. It is 
pointed out by these States that petrol is not the only article which 
varies'in price from State to State. If the maritime States are 
favourably situated for petrol, there are other commodities (e.g., 
foodgrains in some instances) in which certain States enjoy a very 
■distinct advantage over others. It is accordingly urged that it 
would not be reasonable for petrol alone being singled out for price 
■equalisation on a countrywide basis. We recognise the force of this 
argument and find ourselves unable to endorse the suggestion that 
a transport cess of one and a half annas per gallon should be levied 
•on petrol for the purpose of equalising prices. As for the rate of 
-six annas per gallon as sales tax on petrol, we would, in the context 
of our observations, regard it as a ceiling to be exceeded by no State, 
rather than as a uniform rate which all States should attempt to 
adopt. 


20. We have referred to the Motor Vehicles Taxation Enquiry 
„ . Committee’s recommendation that all States 
■cam CCSS 0n buIlock should levy a road cess of one anna per rupee of 
land revenue. In our view, any contribution for 
this purpose from the rural sector should be available for rural com¬ 
munications for the development of which, as we will presently point 
out, much greater finance is necessary than is likely to be mobilised 
by way of taxation of the agriculturists. Any such cesses should 
therefore, in our view, be left to be levied and utilised by local bodies. 


21. In accordance with the taxation of motor vehicles and motor 
spirit, it is necessary, as we have indicated, to deal 
also with the issue of earmarking the proceeds, 
■SewlopLait or a P ortion of them, f ° r the financing of road 

development and road maintenance. The Motor 
Vehicles Taxation Enquiry Committee examined this question 
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and suggested the following arrangements: — 

Central taxes: 

(a) Fuel tax .—A portion representing seven annas of the 
total fuel tax should be credited to the Central Road 
Fund in the first place. Of the revenue so collected, 
a portion representing four and a half annas of the 
total fuel tax should be distributed to States’ Road 
Funds on the basis of motor spirit consumption to 
match on a 75 per cent, ratio of the States’ fuel tax. 
Of the balance left to the Central Government, liberal 
contributions should be made to road development. 

(b) Import duties.—In equity, enhanced contributions 
should be made to road development equivalent to 
the ‘luxury element’ of these duties. 

State taxes: 

(a) Fuel tax .—The proceeds should be credited to the 
State Road Fund to be created for the purpose of 
financing road maintenance and development. The 
money in the fund should not lapse. 

(b) Motor vehicles tax —The proceeds should be similar¬ 
ly credited to the State Road Fund. 

(c) . Road cess on land revenue .—The proceeds should be 

credited as above for distribution to local bodies in 
accordance with defined principles. 

The Committee recommended the creation of Road Funds not 
merely by the Central Government, but also by the States, in order 
that the continuous process of upkeep and development of roads 
should not be affected by the fluctuations attendant on annual budget 
grants. To supplement expenditure from these Funds, the Com¬ 
mittee further suggested that the general revenues of the States 
should contribute about one-third of the road bill and that this con¬ 
tribution should also be paid into their Road Funds. 

22. We have carefully considered these important recommenda- 
Central and State ^ ons °f the Motor Vehicles Taxation Enquiry 

Road Funds Committee. It is the practice in most States to 

credit to general revenues, without any earmark¬ 
ing, all the receipts from motor vehicles taxation 'and sales 
tax on motor spirit. A part of the proceeds from the motor 
vehicles tax in Bombay and Uttar Pradesh, and in addition 
a part of the proceeds from the sales tax on motor spirit in Bombay, 
are credited to separate State Road Funds. As regards Central taxes’ 
out of the amount of fifteen annas and nine pies, which is collected 
on every gallon of petrol not used for civil aviation, two annas and six 
pies are earmarked for payment into the Central Road Fund and the 
balance is credited to general revenues. Though we are generally 
against any earmarking of revenues for specific purposes, we consi¬ 
der that an exception is definitely justifiable in the context of road 
development. At the same time, it appears to us that the Motor Vehi¬ 
cles Taxation Enquiry Committee’s proposal that the whole of the- 
proceeds from the State taxation of motor vehicles and motor spirit, 
together with an additional amount to one-third of the road billj. 
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should be contributed by each State to its Road Fund is not likely 
to be practicable in most States. We suggest the following arrange¬ 
ments in respect of the earmarking of the proceeds from the taxa¬ 
tion of motor vehicles and motor spirit: — 

(1) The Central Government now make an annual contribution 
to the Central Road Fund. This should continue; and the rate of con¬ 
tribution should not be less than the present one of two and a half 
annas per gallon out of the total Central taxes on motor spirit. [The 
Motor Vehicles Taxation Enquiry Committee, it may be noted, 
recommends an increased contribution, viz., seven annas per gallon. 
We take account of the increase involved, viz., four and a half annas 
per gallon, in the suggestion we make in (4) below.] 


(2) States should contribute not less than 25 per cent, of their 
receipts from taxes on motor spirit to their Road Funds. In addition 
a sum representing not less than 25 per cent, of the balance of the 
proceeds from motor vehicles taxes, which remains after deducting 
the compensation or share to be given to the local authorities, should 
be contributed to the State Road Funds. 


(3) The Central Government should continue to give grants to 
the State Governments from the Central Road Fund. The States, 
should continue to spend on their road programmes from their 
general revenues, supplementing in this manner the finance for road 
development made available from their State Road Funds. 

u j P * s nece ssary that the expenditure on rural communications 
should be expanded considerably. From the point of view of over¬ 
all national development a very much larger programme than at 
present for the construction of roads, bridges, etc., in the rural 
sector is, in our opinion, so important as to need special financial 
provision m the form of an All-India Rural Communications Fund 
which should be both substantial and non-lapsable. Contributions 
from this Fund should be available to all States and the Central con¬ 
tribution should in each State, be supplemented by the State 
Government itself as well as by local boards and (where suitable in 

° f f + ree l ab( i Ur ’ free mater ials, etc.) by village panchayats. 
While it is not part of our recommendation that any additional duty 
on petrol or fresh motor vehicles taxation should be levied for this 
specific purpose, we suggest that an expert body should survey the 
technical and financial aspects of a vigorous and extensive plan for 
the deveiopment of rural communications, with a view, inter alia 
to finding out the most appropriate manner of phasing the expen¬ 
diture from year to year and the approximate amount that will be 
required and could well be spent each year. From such broad 

+w r 1l Sa °* the . prob i em as we have been ab le to make, we consider 
that there is pnma facte justification for the following: — 

(i) ai ? annual contribution by the Central Government to the 
+ cn a Rural Communications Fund of a sum equivalent 
to the proceeds of the Customs and Central excise duties 
en^petrol to the extent of four and a half annas per gallon. 


(ii) the provision by each State Government for expenditure 
on rural communications, of a sum not less than 25 per 
cent of the Central grant to the State from the All-India 
Road Fund, the Central grant being conditional on such 
provision by the State. 
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23. We may next consider the principles of taxation of motor 
vehicles. As we have said, Entry 35 of the Con- 
Principles of motor current List in the Constitution provides for the 
vehicles taxation: enactment of these principles by Parliament for 

general principles the guidance of the Union and the States. It 

may be observed that in dealing with its subject of enquiry the Motor 
Vehicles Taxation Enquiry Committee was in effect concerned with 
four aspects of the problem: — 

. (i) inland transport policy in general; 

(ii) basis of motor vehicles taxation; 

(iii) restriction on the powers of States to levy motor vehicles 
tax; and 

(iv) restriction on the powers of States and local bodies to levy 
other taxes on motor vehicles and their users. 

In regard to the principles of inland transport policy, the 
Committee considered the suggestions made to the United Nations in 
1950 by the International Chamber of Commerce and was of the 
opinion that these were suitable for India. The International Cham¬ 
ber had made the following points: — 

“ (1) Production and distribution are .dependent upon efficient 
and economical transport, and transport in turn depends 
upon flourishing production and distribution. The 
problem is thus twofold and should not be considered only 
from the standpoint of transport. 

(2) To ensure the application of this principle there should be 
arrangements in each country for consultation of the 
various forms of transport with their users, (agriculture, 
industry, trade), on rates, charges, services, conditions of 
carriage and all other economic aspects of the problem. 

(3) The user should enjoy unrestricted freedom of choice 
among the means of transport. 

(4) Transport ‘for own account’ should be unrestricted. 

(5) There should be national studies of inland transport with 
a view to determining all the elements of the cost of each 
form of transport in each country. 

(6) Whether the different forms of transport are either 
separately administered or centrally controlled by a 
statutory body, they should be free to compete. Healthy 
but not wasteful competition should be encouraged and 
for this purpose the different forms of ‘professional trans¬ 
port’ should be placed on a comparable competitive basis 
by revising and easing the statutory obligations, keeping 
also in view the interests of transport for ‘own account’. 
Structure of charges should reflect the cost of providing 

' the service and should be framed so as to obtain the 
maximum economic efficiency of each form of transport. 

(7) Nothing should be done which would hinder the develop¬ 
ment of any particular form of transport or disguise the 
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advantages it could offer or which would discourage its 
use in order to provide artificial support for any alter¬ 
native form of transport. The basis of co-ordination must 
be dynamic, not static. 

(8) In the interests of defence or the general national welfare, 
it may be necessary, in very exceptional cases, to maintain 
certain forms of transport at a minimum level. The losses 
on such operations should not throw additional charges on 
transport users as such; they should be nationally borne.” 

In common with the Motor Vehicles Taxation Enquiry 
Committee, we consider that these suggestions may be accepted for 
this country as constituting in this context a suitable and adequate 
background of principles. 


24. In regard to the basis of motor vehicles taxation, the 
„ . _ . ,, Committee recommended that the tax should be 

Basis of taxation assessed ag foUows; _ 

On motor cars—on unladen weight. 

On goods vehicles—on laden weight. 

On buses—on seating capacity. 

This basis is already in force in many States. We endorse the 
Committee’s recommendation. 


vehicles tax 


25. In regard to the rates of the tax on motor vehicles, the 
Committee has recommended a schedule of 
maximum rates which is lower than the schedule 
of rates which now obtains in Madras. Some of 
the States have objected to these rates being prescribed as ceilings 
and to their powers of taxation being restricted in this manner. 
The question of fixing maximum rates of motor vehicles taxes is. 
chiefly one of co-ordination between State taxation and Union 
policies. We are of the view that to the extent that any of these 
matters are not resolved in the discussions which take place in the 
Transport Advisory Council should be finally considered by the Inter- 
State Taxation Council which we have suggested should be estab¬ 
lished. The advice of the Inter-State Council should be taken into- 
account in framing legislative restrictions of the States’ powers of 
taxing motor vehicles. 


26. In regard to the restrictions on the powers of States and local 
Restrictions on bodies to impose taxes other than motor vehicles' 
other taxes tax ( e -9-> octroi), which nevertheless affect motor 

transport, we have already, wherever necessary, 
expressed our views on individual items. Moreover, we believe that 
such taxes cannot properly be the subject of parliamentary legislation: 
under Entry No. 35 of the Concurrent List. Here again, co-ordination 
between State and State, and the Union and States could be suitably" 
secured through the Inter-State Taxation Council. 



CHAPTER VII 

STAMP DUTIES AND COURT FEES 
I. Stamp Duties 


Stamp duties are both used as a method of collection suitable for 
Introduction particular taxes and as a form of taxation. The 

term itself usually covers the duties levied on 
various deeds and documents executed as proof or record of certain 
legal transactions. Stamp duties are popular with Governments but 
are of limited appeal to economists; for, while convenient to collect 
and supervise, not many of them can be said to be meticulously 
related to the ability to pay. It is hardly possible to generalise about 
the incidence of these duties. For what is in substance the same 
type of transaction, the duty may be paid by one party in one instance 
and by the opposite party in another; when a piece of land, e.g., is sold 
■and bought, the needy seller may agree to bear the tax in one case and 
the eager buyer in another. Stamp duties have the virtue that they 
have behind them the force of long custom. They are in general 
use in many countries. 


2. In India, stamp duties are divided into judicial and non-judicial. 
M ..... The former are levied under the Court Fees Act, 

■Constimtfo^Lu p“Ftion , 1870 ’ a , nd . represent fees payable by persons 
having business m law courts and public offices. 
These duties are known as Court Fees. Non-judicial stamp 
duties are regulated by the Indian Stamp Act, 1899, as 
amended from time to time by the Government of India and the 
State Governments. This Act was largely modelled on the British 
Stamp Act. The Devolution Rules under the Government of India 
Act, 1919, made non-judicial stamps a provincial item for the first 
time, subject however to Central legislation in respect of certain 
instruments. The position remained broadly the same when the 
Government of India Act of 1935 came into force and continues with 
minor changes under the Indian Constitution. In particular, the 
instruments reserved for Central legislation have somewhat varied 
•as shown below: — 


Government of India Act, 1919 Government of India Act, Indian Constitution 

1935 


(Government of India Order No. 

902, dated 17th February, 1922) 
Acknowledgment 
Bills of Exchange 
Share Certificates 
Cheques . . . . . 

Delivery order in respect of goods 
Letter of allotment of shares 
Letters of Credit 


(Entry 57 in List I of 
Seventh Schedule). 

Bills of Exchange 

Cheques 

Letters of Credit . 


(Entry 91 in List I of 
Seventh Schedule). 

Bills of Exchange. 

Cheques. 

Letters of Credit. 
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Government of India Act, 1919 

Government of India Act, 
1935 

Indian Constitution 

Policy of Insurance . 

Policies of Insurance 

Policies of Insurance. 

Promissory Note 

Promissory Notes . 

Promissory Notes. 

Proxy ..... 

Proxies 

Proxies. 

Receipt ..... 

Receipts 

Receipts. 

Shipping Order .... 

Bills of Lading 

Bills of Lading. 

Transfer of Shares. 
Debentures. 


3. The levy of stamp duty on an instrument is governed by two 

principles: firstly, it is the substance of the trans- 
duties 16 ° stamp action, and not the name given to it by the parties, 
that determines the duty; and secondly, the duty 
is on the instrument (which results from a transaction) and not on 
.the transactions themselves (which may or may not result in instru¬ 
ments). The different instruments mentioned in the Schedule 
to the Indian Stamp Act are liable to stamp duties either on a fixed 
or an ad valorem basis. Usually, where the transactions denoted by 
the instrument is susceptible of valuation, an ad valorem duty is 
charged; where it is not, or where an ad valorem duty would be 
unduly troublesome to the administration or unduly burdensome to 
the tax-payer, fixed stamp duties are charged. Some of the impor¬ 
tant documents on which ad valorem duties are levied are: — 

Bills of exchange, conveyance, debentures, lease, mortgage 
deed, partition deed, insurance, and transfer of shares and 
of debentures. 

The following are some of the instruments on which fixed rates of 
stamp duty are charged: — 

acknowledgment, adoption deed, bill of lading, letters of credit, 
proxy, receipt, and shipping order. 

The ad valorem rates are many; but, for the most part, they group 
themselves round the three basic rates which are fixed for three 
typical documents, viz., (i) a bill of exchange (not payable on demand), 
(ii) a bond and (iii) a conveyance. 

4. Since 1922, when the subject ‘Stamp Duties’ was transferred, 

Revenue from with certain reservations, to the Provincial List, 
Stamp duties several States have increased the duties on all 

or most of the instruments in the Schedule to 
the Indian Stamp Act, except of course on those reserved for the 
Central Government. During World War II, the rates of stamp duties 
were further increased as an anti-inflationary measure. In some 
States, e.g., Bombay, Bihar, Orissa, Uttar Pradesh and Madhya 
Pradesh, the increase was in the form of a general surcharge, which 
has since been absorbed in a majority of these States in the rates of 
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stamp duties. The following table shows the progress of receipts 
from stamp duties in Part A States: — 

Table 1. — Receipts from stamp duties in Part A States 

(In lakhs of Rupees) 


State 


1938-39 1944-45 1950-51 1954-55 

(Budget) 


Assam .... 

Bihar 

Bombay 

Madhya Pradesh . 

Madras (including Andhra) 
Orissa .... 
Punjab .... 
Uttar Pradesh 
West Bengal . 


Total 


5 

8 

II 

14 

28 

74 

1,40 

1,05 

77 

2,07 

2,87 

2,73 

8 

25 

54 

62 

70 

2,17 

3.20 

2,94 

4 

8 

38 

48 

30 

75 

34 

32 

26 

53 

70 

90 

76 

1,48 

1,80 

1,60 

3.24 

8,15 

ii ,34 

10,78 


The receipts from stamp duties represent about 5 per cent, of the 
total tax revenue of Part A States. 

The Indian Stamp Act, 1899, does not extend to Part B States. The 
States of Hyderabad, Mysore, Madhya Bharat and Travancore-Cochin 
have their own Stamp Acts which, however, are broadly modelled on 
the Indian Stamp Act; the other Part B States have adopted the 
Indian Stamp Act in its entirety. The relevant receipts are as 
follows: — 

Table 2 . —Receipts from stamp duties in Part B States 

(In lakhs of Rupees) 


1950-51 1951-52 1952-53 1953-54 1954-55 


Hyderabad 
Madhya Bharat 
Mysore . 

PEPSU 

Rajasthan 

Saurashtra 

Travancore-Cochin 

Total 


The rates of stamp duties in most Part B States have been increased 
recently and brought more or less on a level with those in neighbour¬ 
ing Part A States. The receipts from stamp duties come to about 
three per cent, of the total tax revenues of Part B States. 

5. The schedule of the Indian Stamp Act specifies different instru- 
Schedule of stamp ments an< ^ the duties leviable thereon. These 
duties instruments can be broadly classified as relating 

, to (1) transfer of property, (2) commercial trans¬ 

actions and (3) other transactions. 


20 

20 

31 

37 

37 

12 

15 

16 

16 

16 

30 

31 

28 

38 

42 

12 

12 

12 

13 

13 

19 

19 

23 

26 

27 

13 

13 

II 

12 

12 

55 

60 

55 

55 

55 

I,6l 

1,70 

1,76 

1,97 

2,02 
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6. Documents of transfer of property include gifts and settlements, 

T . , partition deeds, sale certificates, conveyances, 

STtTSsfer of transfer of bonds and mortgages, etc. The 
property instruments relating to conveyances are of more 

particular importance than the rest from the 
point of view of revenue. The duties on these are on an ad valorem 
basis and generally proportional (though there is a slight progression 
in a few States). Except in the State of Bombay, no attempt is made 
to differentiate between urban and rural areas in regard to the rates 
of duties on conveyances. In Bombay, there are four categories of 
rates: highest for Bombay City, slightly lower for the Cities of 
Ahmedabad, Poona and any other notified City, much lower rates for 
other urban areas and still lower rates (which correspond to the 
general rates in Bengal, Bihar, Punjab and some other States) for 
rural areas. Statistical Appendix 2 gives the rates of stamp duties 
in some States on conveyances and allied instruments relating to 
transfer of property. In Madras, municipalities are allowed to levy 
a surcharge on the stamp duties levied by Government on convey¬ 
ances. These surcharges vary from two per cent, for mofussil muni¬ 
cipalities to five per cent, for the Madras Municipal Corporation. 

7. Bills of exchange, bonds, receipts, agreements, share certificates, 

Instruments relat- tran f ers ,of shares debentures, etc. are instru- 
ing to commercial ments which mainly relate to commercial trans- 
transactlons actions. Of these, bills of exchange and receipts 

„ ^ have continued to be reserved to the Central 

Government, while the transfers of shares and debentures have been 
so reserved for the first time in the Constitution. The duties on 
transfer of shares vary from State to State as shown below: — 

Table 3 . —Rates of stamp duties on transfer of shares 


State 


Rate per 
Rs. ioo 


Madras 

Bombay 

Bihar 

Uttar Pradesh 
West Bengal 
Mysore 
Hyderabad 
Travancore-Cochin 


Rs. a. p. 


I 8 o 
12 0 
I I O 

o 15 o 

O 12 O 

o io o 
o 8 o 
o 8 o 


The Central Government have not so far sought to reduce the exist- 
ing disparities in these rates. In other words, these particular stamp 
duties stand frozen at their existing level. 

8. It is necessary to make special mention of instruments relating 

Instruments relat- transactl ons in Stock and Commodity 
Ing to transactions In -Exchanges. These are agreements, memoranda 
Forward Markets °f agreements, notes or memoranda by brokers, 
_ , and > lastly, clearance sheets. It is only in 

Bombay, by virtue of amendments effected by the State Legislature 
that ‘clearance sheets’ find inclusion in the law relating to stamp 
duties, the reason being that in this State a suitable method has been 
318 M of F.—7 
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evolved whereby, largely through the clearing houses of certain fo 
ward markets, taxation is effectively levied, in the form of stam 
duties, on the transactions in those markets. Unlike the other Stat( 
which levy duty only on the agreements and brokers’ notes relatin 
to purchase or sale of shares and securities, the Bombay Governmer 
levy duties on instruments relating to shares and securities on th 
one hand and to certain commodities on the other as shown below: - 

Table 4. —Rates of stamp duties on transactions in stock and commc 
dity exchanges in Bombay 


Rate of duty 

(exclusive of the surcharge of 50 
per cent.) 


I. Agreement or Memorandum of an agree¬ 
ment : 


II. 


(i) if relating to the sale of a bill of Four annas, 
exchange; 


(ii) if relating to the purchase or sale of Two annas for every Rs. 10,000 o 

Government security; part thereof, subject to a maximun 

of twenty rupees. 

(iii) if relating to the purchase or sale One and a half annas for every Rs 

of shares, stocks or such other 2,500 or part thereof, 
marketable securities; 

(iv) if relating to the purchase or sale of Four annas for every unit of 5c 

cotton; bales of cotton or part thereof. 

(v) if relating to the purchase or sale of (a) Two annas for every unit o; 

bullion or specie; 2,800 tolas of silver or par ; 

thereof. 

(b) Eight annas for every 250 tola 
of gold or part thereof. 


(vi) if relating to the purchase or sale 
of oilseeds— 


(c) Five annas for every unit o 
250 sovereigns or part thereof. 


Groundnuts .... 

Linseed) .... 

Castor seed \ 

Cotton seed/ 

(vii) if relating to the purchase or sale 
of yam of any kind, non-mineral 
oils or spices of any kind; 

(viii) if not otherwise provided for. 
Note or Memorandum sent by a broker or 
agent to his principal intimating the pur¬ 
chase or sale of the different articles men¬ 
tioned at I above. 


Six annas for every unit of 100 khan- 
dies or 25 tons or part thereof. 

Five annas for every unit of 100 khan- 
dies or 25 tons or part thereof. 

Four annas for every unit of 100 khan- 
dies or 25 tons or part thereof. 

One anna for every Rs. 2,500 or part 
thereof of the value. 

One rupee. 

Same duties as are specified above 
under I. 


III. Clearance list relating to the transaction Tne sum of duties payable under I 
for. the purchase or sale of the different or II as the case may be in respect 
articles mentioned in I above. of each of the entries in such list. 


The Government of Bombay realise about half a crore of rupees 
annually from the stamp duties on transactions in the forward 
markets. The collection of the tax, as already indicated, is effected 
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through the Associations which conduct forward business. That this 
has been readily possible in Bombay is due to the fact that legislation 
has been passed in that State for the general control and supervision 
of forward markets including the stock exchanges. 

9. Instruments relating to other transactions are of minor impor- 
other instruments tance from the point of view of revenue. They 
include proxies, power of attorney, extracts, 
copies and duplicates. The duty on proxies is levied by the Centre. 
On the other instruments, different States charge different duties; 
these are in the nature of flat rates and are generally low. 


10. In view of the wide variations of stamp duties from State to 

_ , . State, certain States (e.g., Bombay, Bengal, 

Recovery of higher M adhya Pradesh, Uttar Pradesh and Orissa) have 

amended the Indian Stamp Act so as to ensure 
that the difference between the two levies of two different States 
becomes payable when an instrument, duly stamped in one State, 
has occasion to be recognised as a stamped document in the State 
which levies the higher duty. In certain other States, the Collector 
is authorised by an amendment to the Stamp Act, to ‘certify’ such 
instruments within a period of three months of their arrival in the 
State. The practice mentioned above also applies to documents, and 
to counterparts or duplicates of the original instruments. 

11. Exemptions and concessions in respect of stamp duties are pro- 

Exemptions vided in the Indian Stamp Act, in the enactments 

of different States, and in the notifications issued 
under individual statutes. Among instruments exempted under 
statutory enactment are: those executed by or in favour of Govern¬ 
ment, instruments relating to sales, mortgages or other dispositions 
of a ship or vessel registered under the Shipping Acts, bonds, deben¬ 
tures, securities in respect of loans raised by any local authority, 
instruments in favour of the Official Assignee and certain instruments 
under the Land Acquisition Act, Indian Works of Defence Act, etc. 
Among instruments exempted by notification are: those notified 
under Land Revenue Acts and Codes, Public Demands Recovery Act, 
etc., instruments executed by holders of Government scholarships or 
stipends, agreements or security bonds furnished by contractors to 
certain Departments of Governments, instruments executed by 
Co-operative Societies, etc. 


12. As stamp duties are levied on the instrument and not 
Evasion on transaction in respect of which the instru¬ 

ment has been executed, it is theoretically possi¬ 
ble to avoid the duty by refraining from executing the ins trument 
But since, in that process, the party would also be dispensing with 
something which might later be required as acceptable legal proof 
of the transactions, the scope of avoidance is in practice very limited. 
There remains, however, significant scope for evading part of the 
legitimate duty by undervaluing the transaction and paying a lower 
duty. This is a common method of evasion, and the Indian Stamp 
Act, therefore, lays down that no instrument shall ordinarily be 
admitted in evidence for any purpose unless it is duly stamped; and 
public officers (other than police officers) have been authorised to 
impound an instrument which is produced or comes before them in 
the performance of their functions, if it happens to be not duly stamp¬ 
ed. Sometimes, part of the legitimate duty is sought to be evaded, 
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not by undervaluation, but by showing a type of instrument which,, 
while not in conformity with the actual facts of the transaction, 
would, for a lower duty than that due on the proper instrument, con¬ 
stitute an adequate minimum of legal proof and evidence. Thus, 
where the proper document would have been a bond, a promissory 
note may be the form in which the parties agree to embody the trans¬ 
action. As only nominal duties are charged on promissory notes, this 
method saves the parties the higher ad valorem duties on bonds. 
Again, it is common practice to avoid the tax on the transfer of stocks 
or marketable securities by executing ‘blank’ transfers. The trans¬ 
feree’s name is not entered and the security passes through a large 
number of hands till it reaches an investor who desires to retain it 
and register it in his name. The practice of blank transfers is very 
common in the Stock Exchanges. From the point of view of healthy 
trading in those Exchanges, several committees which have examined 
this question have suggested that the practice of blank transfers 
should be discouraged or even abolished. 


13. While the scheme of taxation under the Indian Stamp Act has. 

on the whole worked satisfactorily, we have seen 
caniddered t0 be a hove that the rate of duty on the same type of 
instrument varies from State to State, that 
exemptions are many and that evasion, though not substantial, is 
appreciable. The representatives of trade and industry have urged 
that there should be uniformity in the rates of stamp duties. The 
State Governments on the other hand consider that there is no need 
for such uniformity and no hardships are caused to the trade, indus¬ 
try. and the public under the existing scheme of stamp duties. 

One question which has to be examined is whether there is scope 
for increasing the existing rates of stamp duties and whether any 
taxes, not hitherto collected as stamp duties, may conveniently be 
levied in that form. 


14. The issue of uniformity in the rates of stamp duties has to be 
in _ considered in relation to the different types of 

fomdtvhfrates uni ’ instrument s. There are several instruments 
' which have no inter-State or all-India bearing; 

they are limited to transactions entered into within the area of a 
State. There are others which pertain to commercial transactions 
covering a wider area than a State. The differences in the rates of 
stamp duties on instruments pertaining to transactions which are 
substantially intra-State in character, would not, of course, affect per¬ 
sons outside the State in any serious manner. Uniformity in the 
rates of stamp duties on such instruments is neither necessary nor 
desirable; for one thing, it would involve loss of revenue to some of 
the States whose rates would have to be brought down in the process. 
In regard to instruments in respect of transactions extending beyond 
the territory of a State, it is, however, necessary to ensure uniformity 
in the rates of stamp duties as far as possible. Such instruments 
have in most cases already been reserved for the Central Government 
under the Constitution and the present disparities in the stamp duties 
on some of these will at any rate not be increased in future. They 
can, where necessary, be minimised or even removed by the imposi¬ 
tion of ceilings or of uniform rates through legislation by the Central 
Government. We consider that such legislation would eventually be 
desirable, but do not see any pressing urgency for it. We suggest 
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that this is a matter which may suitably be taken up with the Inter- 
State Taxation Council, the establishment of which we elsewhere 
recommend. 

15. The rates of stamp duties are at a fairly high level in most 
States. In respect of some instruments, in particular, the receipts 
fluctuate rather sharply and it is difficult to be categorical that a 
tendency to decline has set in during the last two or three years. 
The following figures for Bombay and Saurashtra are illustrative: — 

Table 5. —Receipts from stamp duties cm certain instruments 


(In lakhs of Rupees) 

1949-50 1950-51 I 9 SI -52 1952-53 1953-54 


Bombay 

Bills of exchange, hundis, 
bills of lading . 

Instruments relating to 
insurance . 

Share transfers 

Instruments relating to for¬ 
ward market transac¬ 
tions 


Table 6. —Number and value of certain instruments on which stamp 

duties were paid 

Saurashtra i 


Sales Mortgages Rest 


10 

12 

10 

10 

9 

7 

i\ 8 

9 

8 

9 

20 

23 

25 

19 

24 

43 

50 

63 

46 

47 


Year 

No. 

Value 

No. 

Value 

No. 

Value 



Rs. 


Rs. 


Rs. 

1949 • 

7,447 

i, 54 , 45 , 76 i 

5,738 

1,00,30,389 

L 9 I 4 

62,72,406 

1950 • 

13,612 

4,06,59,012 

7,298 

1 , 97 , 27,746 

2.455 

54 , 4 i, 8 i 9 

1951 • 

16,208 

2,98,57,631 

8,973 

2,36,58,267 

3,351 

8 i, 73,405 

1952 • 

10,055 

2,30,46,421 

9,073 

1 , 72 , 97,303 

3 »m 

77 , 43,653 

Total . 

47,322 

10,90,08,825 

31,082 

7,07,13,705 

10,832 

2,76,31,293 


It may be said on the whole that, with the exception of certain Part 
B States (e.g., Madhya Bharat, Travancore-Cochin and Hyderabad), 
the scope for a further increase in stamp duties is very limited. In 
some of the Part B States mentioned, the Governments have already 
under consideration proposals for increasing the present rates of their 
stamp duties. 


16. There is scope for a certain degree of curtailment of the pre- 
~ ^ f vailing exemptions and remissions under the 

of **" Indian stamp Act. The notifications of exemp¬ 
tion or remission issued by the different State 
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Governments include several instruments which whatever may have 
been the reason which led to their exemption in the past, can no 
longer justifiably figure in these lists. A few examples may be 
cited: — 


(i) instruments of transfers of properties between companies 
limited by shares where 90 per cent, of the share capital of 
the transferee company is in the beneficial ownership of 
the transferor company; 

(ii) agreements entered into with the Forest Department for 
felling, collecting and transporting forest produce, fire¬ 
wood, timber, etc. (other than agreements for grass, graz¬ 
ing, etc.); and 

(iii) instruments executed by contractors for due performance 
of contracts with the Defence Department, Railways, Forest 
and Public Works Departments. 


We recommend that the list of exemptions be carefully examined by 
each State Government with a view to withdrawing such exemptions 
as are not connected with some important policy of Government (e.p., 
development of the co-operative movement) or some genuine hard¬ 
ship to the tax-payer (e.g., instruments pertaining to loans and 
advances to displaced persons, etc.). 

17. No stamp duty is levied on cheques. The relevant power vests 

FeasiMHtv n f in ^ Government of India. There was at one 
Feasibility <rf*her time a duty of one anna per cheque but tWs 

ceased to be levied from 1st July 1927. The 
question of re-imposing stamp duties on cheques 
was considered several times in the past and dropped. The Currency 
Commission, 1925-26, opposed this levy on the ground that such a 
duty would discourage the banking habit which had not yet develop¬ 
ed in India. In view of the very considerable leeway which banking 
in general, and the cheque habit in particular, has yet to make 
in this country, we are of the view that no stamp duty should be 
levied on cheques. 


steps to 
revenue 


In regard to stamp duties on insurance policies, it has been pointed! 
out to us that sea insurance policies executed outside India, but made 
enforceable in India, are not subject to Indian stamp duty. In the 
United Kingdom, such policies are liable to stamp duties which have 
to be paid within ten days of their receipt. The present provisions, 
in the Indian Stamp Act, in so far as they relate to the requirement 
that instruments executed outside India should be stamped within 
three months of receipt, are only enabling and not mandatory. As 
the bulk of sea insurance business is placed abroad, revenue is avoid- 
ably lost on account of these instruments not being made compulso¬ 
rily liable to the stamp duties in India. As the levy of stamp duty 
on insurance policies is within the competence of the Central Govern¬ 
ment, we recommend that the Government of India should look into* 
this suggestion and amend the Act suitably. 

18. Apart from duties on instruments, a few other taxes are* 
Feasibility of collect- collected through stamps. For example, enter- 
tng taxes in the form tamment duties are collected in this manner in 
of stamps many States. In Bihar and Orissa, taxes on 

motor vehicles are realised through stamps while 
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in the Punjab stamps are utilised for collecting the tax on passengers 
and goods. Further possibilities in this direction are very limited. 
It is sometimes suggested that the sales tax should be recovered in 
the form of stamps. We do not consider the proposal feasible and 
agree with the following view of the Government of Bombay: 


“In selecting articles for levy through stamps either the trans¬ 
actions should be concentrated in locale as in the case of 
forward markets or law courts or else the levy should be 
imposed on instruments of legal evidence and personal con¬ 
testable rights recognised by the State. In transactions 
between a dealer and a consumer widespread in locale there 
is no necessity of maintaining legal proof thereof either by 
the dealer or by the consumer. The recovery of sales tax 
in the shape of stamps is particularly unsuitable when the 
tax is recovered at the retail stage. There the trader 
would be much inconvenienced and during rush hours it 
would be practically impossible for him to recover the tax 
by affixing stamps to each bill small or great. The only 
stage where stamps may be a suitable method would be at 
the first stage, i.e., stage of manufacture or imports. Here 
also, the amounts to be recovered being large, it is more 
convenient to recover it in cash than through stamps. Fur¬ 
ther, the recovery of sales tax through stamps has no 
particular administrative advantages as the practice of 
evasion and avoidance of tax would still exist under that 
system.” 

19. There is however one context which seems to us to provide 
„ . . . _ further scope for a tax levy in the shape of stamp 

duties. We have in mind certain States in which 
in forward markets stamp duties may suitably be extended to instru¬ 
ments relating to transactions in the Stock 
Exchanges and Commodity Markets. As pointed earlier, Bombay is 
at present the only State where stamp duties of this kind are levied. 
In the Punjab, a tax at low rates is levied on forward contracts in 
respect of goods like silver, gold, sugar, gur, tin, mercury, metals, 
yam, grains, and seeds. A ‘forward contract’ is defined as “an agree¬ 
ment, oral or written, for the sale of goods on a future date but on 
the basis of which actual delivery of goods is not made or taken but 
only the difference between the price of goods agreed upon and that 
prevailing on the date mentioned in agreement or any other date is 
paid or received by the parties”. A dealer is liable to pay the tax 
as long as he continues his business and has to get himself registered 
with the Assessing Authority of his district. The tax is payable month¬ 
ly while the assessment is made annually. The receipts from the tax 
are about two lakhs of rupees per year. The low yield realised by 
the Punjab Government is in our view an indication of the large 
evasion of the tax which now takes place. In the Punjab, there is 
no Government control over the forward markets as there is in 
Bombay and, further, the tax is on individual forward contracts of 
dealers and not on clearance sheets submitted to the Associations 
running the forward business. In Bombay, most of the revenue of 
about Rs. 50 lakhs a year is derived from Associations recognised 
and controlled by the Government under the Bombay Securities 
. Contracts. Control Act and. the Bombay Forward Contracts Control 
Associations maintains a clearing house 
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where differences in payments arising from the transactions of its 
members are adjusted. Every member who has to receive or pay 
money from other members sends a list to the clearing house. The 
duty is levied on each entry in the list. As all payments of differ¬ 
ences are made through the clearing house and every trading mem¬ 
ber of the Association is anxious* to adjust his payments, the 
recovery of the stamp duties on clearing lists through these Associa 
tions is more or less effective and the scope for evasion is consider¬ 
ably reduced, though not of course by any means eliminated. The 
Central Government have enacted the Forward Markets Regula¬ 
tion Act and established the Forward Markets Commission. As and 
when the forward markets in different commodities are brought 
under this form of control in different States, it should be possible 
for the States concerned to impose stamp duties on the lines of those 
levied in Bombay. Similar steps can be taken in regard to transac¬ 
tions in Stock Exchanges when the Central legislation in respect 
of them is enacted and made operative. 

A proper system for the control of blank transfers has to await 
Central legislation in regard to the regulation of Stock Exchanges 
and the reform of Company Law. The practice of blank transfers 
can be effectively curbed only when Government have adequate 
control over Stock Exchanges. It would at the same time be neces¬ 
sary to deal with certain existing difficulties like delay in regis¬ 
tering the transfers and the high stamp duties on transfers. If, as 
in U.K., a simple and quick procedure for registering the transfers 
in the books of the companies is evolved, it may be expected that 
the curtailment or elimination of the practice of blank transfers 
will not affect the liquidity of the investment markets. But, if 
transfers of shares are to be registered each time they pass from 
one person to another, the present stamp duties will prove to be 
too heavy. These will have to be adequately reduced. It seems 
to us likely that the reduction in revenue consequent on lower rates 
will be substantially made up by the larger volume of transactions 
on which stamp duty will be collected. 

n. Court Fees 


20. While the levy of fees by judicial institutions was not 
Introduction unknown in the pre-British India, the existing 

system of levying court fees originated from the 
Bengal Regulation No. 38 of 1795. The immediate occasion was the 
considerable increase that had taken place in the work of courts on 
account of the many groundless and litigious suits which contestants 
filed before the judicial authorities. Shortly after the Regulation 
was passed, the fees under it were made leviable in the form of stamp 
duties, and this practice has since continued. In Part A States, court 
fees are now levied under the Indian Court Fees Act, 1870, as 
amended by the different States from time to time. As with the 
Indian Stamp Act, so with the Court Fees Act, the enactment does 
not automatically extend to Part B States. Hyderabad, Madhya 
Bharat, Mysore and Travancore-Cochin have their own Acts; other 
Part B States have adopted the all-India Act for their areas. 


21. The rates of court fees differ from State to State. They have 

Revenue from court been revised several times Appreciable 

f ees increases were effected during the War as an 

anti-inflationary measure; in some States, a sur¬ 
charge (varying from 25 per cent, to 50 per cent.) was imposed whicl 
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in most cases has since been merged in the ordinary rates of court 
fees. The progress of receipts from court fees in Part A and Part B 
•States is shown below: — 

Table 7. —Receipts from Court Fees (judicial stamps) 


(In lakhs of Rupees) 


State 


1950-51 

1951-52 

1952-53 SX953-54 

1954-55 

(Budget) 

Part A States 







.Assam .... 


13 

15 

17 

17 

17 

•Bihar .... 


1,08 

92 

1,05 

1,02 

1,02 

Bombay 


1,23 

1,25 

1.43 

1,23 

x,39 

Madhya Pradesh . 

• 

46 

49 

52 

52 

52 

Madras (including Andhra) 

• 

1,68 

1,63 

1,78 

2,00 

x,93 

■Orissa .... 

• 

27 

28 

32 

3il 

3t 

‘Punjab .... 

• 

3i 

28 

30 

29 

31 

Uttar Pradesh 

• 

i,74 

1,61 

1,71 

1,76 

1,78 

■West Bengal . 

• 

98 

1,07 

1,09 

1,13 

x,i3 

Total Part A Stales . 

• 

7.88 

7,68 

8,37 

8,43 

8,56 

Part B States 







Hyderabad . . . 

• 

30 

31 

24 

8 

18 

Madhya Bharat 

■ 

24 

26 

23 

24 

24 

Mysore .... 

• 

19 

15 

16 

20 

21 

PEPSU 

• 

3 

7 

7 

7 

8 

Rajasthan 

• 

24 

28 

28 

29 

29 

'Saurashtra . 

• 

9 

10 

10 

II 

XI 

Travancore-Cochin 

• 

26 

29 

28 

23 

25 

Total Part B States . 

• 

1,35 

1,46 

1,36 

1.32 

x,36 

•Grand Total for Part A 
Part B States 

AND 

9,23 

9,14 

9,73 

9,75 

9,92 
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22. The Court Fees Act, 1870, contains two Schedules: Schedule I 
_ . „ specifies instruments on which ad valorem fees 

f ees eme ° cou are chargeable at the rates shown therein and 
Schedule II contains instruments on which fees 
at the specified fixed rates are chargeable. Plaints, probates of wills, 
letters of administration and succession certificates, are the most 
important instruments included in Schedule I for ad valorem fees. 
The court fees levied on suits of different values in certain States 
are shown in Statistical Appendix 3. On minor instruments like 
applications, petitions, wakalatnama, etc., fixed fees are charged. Even, 
in regard to plaints, there is a difference, in most States, between the 
fees charged in the High Courts and the other courts. In these States, 
the system of levying court fees on the original side of the High 
Courts is similar to the one prevailing in the United Kingdom. The 
general rates of fees prescribed under the Court Fees Act do not 
apply but a lump fee is paid at the time of the institution of a suit; 
as the hearing of the suit progresses, other fees like hearing fees, 
exhibit fees, etc., are charged. The sum total of all these fees is 
however much lower than if ordinary ad valorem fees had been 
charged. When it is borne in mind that suits of only higher value 
are instituted in the High Courts, the anomaly of charging low fees 
for costlier plaints in the High Court and high fees for less costly 
plaints in other courts becomes evident. The Taxation Enquiry 
Committee referred to this and said: “If the agency which is set 
in operation is to be the criterion of the amount of the fee to be 
paid, it follows that, that of a High Court being much more effi¬ 
cient and expensive than any court in the mufassal, a litigant on the 
Original Side should pay a higher and not a lower court fee. The 
Committee recognise that this ancient privilege of the successors 
of the old Supreme Courts is one which the Government will be loth 
to disturb. Regarding the matter, however, from the point of view 
of taxation, they feel that the retention of it cannot be justified. 
They would urge that whatever steps are necessary be taken to 
render the fees on the Original Side of the Chartered High Courts 
as far as possible uniform with one another and not less than those 
in the courts in the mufassal.’'' In Travancore-Cochin, no distinction 
is made for the purposes of the court fees between suits instituted 
in the High Court and in other courts. By a recent amendment to 
the Court Fees Act, the Government of Bombay have also removed 
this anomaly and ad valorem court fees are now chargeable in all 
courts including the High Court. 


23. The exemptions and remissions from court fees are mostly 
T 7 -j ~i.Lini-.iL- in respect of fixed fees on applications or peti- 

evasion d tions; in a few cases, they relate to fees on pro¬ 

bates or succession certificates. The common 
method of evading the full court fee is to undervalue the relief sought 
in the plaint. The Court Fees Act permits the plaintiff himself (in 
certain contexts such as the enforcement of rights, claims, etc.) to 
evaluate the relief sought by him; this has been said to lead to vexa¬ 
tious litigation at not much cost to the plaintiff. The opposite device 
is in use where the fees in the High Courts are lower than in the 
courts below; here the method adopted is to overvalue the relief 
sought (particularly when it relates to properties) and institute the 
plaint in the High Court instead of in the lower court. 
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24. The following table shows the receipts from court fees and 
the expenditure on the administration of justice 

: __ _j a . r*_x -n rr x_ x.__ 


Court fees and cost ■ i A x -d oj x 

of administration n Part A. and Part B States 

of justice 


Table 8 . —Receipts from court fees and expenditure on Administration 

of Justice 


State Receipts from court Expenditure on Ad- 

fees ministration of Jus¬ 

tice ii : 

(!954-55_Budget) 
(In lakhs of Rupees) 


Part A States 


Andhra . 

• 

• 


• 

58 

62 

Assam . 




• 

L^V7 

16 

Bihar . 





1,02 

97 

Bombay 





1,39 

2,10 

Madhya Pradesh . 





52 

53 

Madras. 





U 35 

1,28 

Orissa . 





3 i 

25 

Punjab . 





3 i 

46 

Uttar Pradesh 





1,78 

1,47 

West Bengal . 

• 

• 



1.13 

1,07 

Total Part A States 

• 

• 

• 

8,56 

8,91 

Part B States 

Hyderabad 




. 

18 

54 

Madhya Bharat 





24 

32 

Mysore . 





21 

32 

PEPSU 





8 

18 

Rajasthan 





29 

36 

Saurashtra 





11 

19 

Travancoie-Cochin. 

• 



• 

25 

44 

Total Part B States 

• 

• 

• 

U 36 

2,35 

Grand total Part A and Part B States 

9,92 

11,26 
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These figures ought to dispel any impression that State Governments 
make large income out of the administration of justice. In many 
States the cost of such administration is much higher than their 
receipts from court fees. At the same time, it has to be added that 
we find ourselves in entire agreement with a view which has been 
expressed by the Chief Justice of India and the Chief Justices of 
certain High Courts—in replies which they kindly sent to us, at 
our specific request, on one or two points—to the effect that court 
fees (assuming they are charged at all) should only be on the basis 
of covering the expenses of the administration of justice. It has 
further been urged, in some of the replies we have referred to, that 
the eventual aim should be to abolish court fees altogether and that 
meanwhile there should be brought about both a substantial reduc¬ 
tion in these fees and a substantial uniformity, between different 
States. Since the relevant conditions differ from State to State, 
the achievement of uniformity does not seem to us a practicable 
objective in terms of the near future; nor indeed does there seem 
pressing or immediate need for uniformity as such. The abolition 
of court fees, even if that was feasible, would not by itself lower 
the cost of justice as there are other factors like lawyers’ fees which 
also determine such cost. We are obviously not competent to deal 
with these issues. On the more restricted question of reduction of 
court fees, however, we recommend an urgent review of these fees 
by those few State Governments which now derive from them a 
revenue which substantially exceeds the cost of administration of 
justice in order that the fees may be suitably reduced and readjusted 
as soon as possible. Within the overall requirements of the 
principle we have endorsed, viz., that the total receipts from court 
fees should be such as by and large only to cover the cost of admi¬ 
nistration of justice, various readjustments might be both necessary 
and desirable; for example, in certain contexts—especially that of 
deterring petty or vexatious litigation—the fees would have to be 
adequately high, just as in other contexts (e.g., where the poorer 
parties are concerned) they would have to be adequately low. 

25. We have come to the conclusion that there is not much scope 
Suggestions for im- e hh* r §l n § the schedules to the Court Pees 

provements Act. There is a general feeling among the State 

Governments that the system of valuation of 
plaints and causes under the Court Fees Act is defective and requires 
to be revised to suit changed conditions. Accordingly, in some States, 
the method of valuation of land and pre-emption suits has been revis¬ 
ed, while partition suits have been made liable to pay ad valorem 
fees instead of fixed institution fees. Some additional revenue can, 
however, be realised by curtailing the numerous exemptions granted 
at present by the several States under the Court Fees Act. Simi¬ 
larly, the evasion of court fees by undervaluing the plaints can be 
checked by suitably amending the provisions of the Court Fees 
Act, particularly those under which discretion has been given to 
the plaintiff to put his own valuation on his plaint. In Bengal, 
Bombay and certain other States, specific powers have now been 
given to the court to determine the correct valuation of the plaints 
where it is of opinion that the subject matter of the suits has been 
wrongly valued. The need for proper vigilance by the courts for 
ensuring that correct court fees are paid will be evident from the 
fact that special investigations by the States of Bihar and Madhya 



Pradesh into the records of court proceedings for verifying the 
correctness of the court fees paid have revealed that payment of fees 
to the extent of about Rs. 1,07,000 and Rs. 90,000 respectively was 
evaded. A stricter observance of the payments of court fees and 
periodical checks by special investigators should minimise this 
evasion. 



CHAPTER VIII 
OTHER STATE TAXES 


1. Entertainment Tax 

Under entry 62 of List II of the Seventh Schedule to the Con- 
, . , . stitution, the States are empowered to levy a tax 

n ro u on on entertainments. The State Governments 

enjoyed these powers even under the Government of India Acts of 
1919 and 1935. At first, the practice was to tax only such entertain¬ 
ments as were held within municipal limits; but with the growing 
extension of the cinema as a form of entertainment, the tax itself 
came to be extended to the entire areas of States. 


2. In Madhya Bharat, Hyderabad, Rajasthan and Travancore- 
Cochin, the State Government’s powers to levy the tax are delegat¬ 
ed to the local authorities. In Madras, Andhra and Mysore, the 
State Governments levy the tax but the receipts are distributed to 
the local bodies. Elsewhere, the State Governments both levy the 
tax and retain the proceeds. Besides the tax on entertainments, a 
separate tax called the theatre or show tax is levied on each show 
or performance, in the States of Madras, Andhra and Hyderabad. 
The levy is by the State Governments and the receipts are 
relatively negligible. In certain other States ( e.g ., Bombay), the 
theatre tax is levied by local authorities. 

3. The entertainment tax is generally levied on the price charged 
for admission to any place of ‘entertainment’ which term includes 
cinemas, theatrical performances, exhibitions, games and variety 
entertainments. The bulk of the revenue from this tax is pro¬ 
vided by the cinema. While the theatre or show tax generally -fall s 
on the exhibitors or organisers of entertainments, the burden of the 
entertainment tax is borne by the public patronising these entertain¬ 
ments. The tax is collected either in cash or through special adhesive 
stamps. 


4. In Statistical Appendix 4 are shown the rates of entertain- 

._ _ . m ent tax prevailing in the various States. It 

Collections t> e seen that except in Bihar, the tax is levied 

on a slab basis. In Bihar, however, the tax is 
imposed at 50 per cent, of the rate of admission and no distinction is 
made between different classes of admission for the purposes of the 
tax. In Delhi, Uttar Pradesh, Madhya Pradesh, Orissa and Ajmer, no 
tax is imposed when the rate of admission does not exceed two annas. 
The exemption limit is three annas in Bengal, while in Punjab and 
Assam it is four annas. The other States do not exempt tickets of 
low price. The receipts from the entertainment tax are as follows: — 


Year 


Table 1.— Receipts from entertainment tax 

(In crores of Rupees) 
States 


1950 - 51 

1951 - 52 

1952 - 53 

1953 - 54 

1954 - 55 


Part A Part B Part C 

5'8o 017 

622 022 

5'74 0-22 

5 ’ 2 I 0-27 0'33 

5'40 0-28 0-35 
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Ill 


The low receipts in Part B States are due to the fact that except 
in PEPSU and Saurashtra, the entertainment tax in all Part B 
States is either levied by the local bodies themselves or levied by 
the State and the receipts made over to the local authorities. The 
State-wise break-up of these figures is given in Statistical 
Appendix 5. 


5. In the procedure of assessment and of collection of the tax, 

there is considerable variation between different 
Irt s ^L^°^t dure States. The usual practice is to charge the tax 
4 ' on the tickets sold; as part of this method, it is 

insisted that the tickets be serially numbered and properly accounted 
for. Sometimes, special adhesive stamps are provided for being 
applied to the tickets. In a few cases, the tax is collected on the 
basis of a specified percentage of the gross collections. In Bihar, there 
is a provision for the lump sum composition of the entertainment tax; 
this particularly applicable to entertainments with low admission 
rates. Steps are taken in all the States to check evasion by periodical 
verification of accounts, surprise inspections, issue of serially 
numbered books, etc. The usual methods of • evading the tax are 
maintenance of duplicate sets of tickets, issue of unnumbered and 
unstamped tickets, re-sale of issued tickets, use of issued stamps, 
etc. 

6. It is of interest to note the different views expressed in regard 
to this tax. The Film Enquiry Committee of 
1951, which examined the question in some 
detail, has recommended that the tax should be 
on a flat percentage basis, preferably 20 per 

cent, of the gross takings. It has also stressed 
that the cinematograph industry should not at the same time be 
taxed both by the State Governments and by the local bodies. Seve¬ 
ral representatives of the film industry have, in their memoranda to 
us, supported the recommendations of the Committee. The present 
system of entertainment duties is criticised by it on the following 
main grounds: — 


Views of Film En¬ 
quiry Committee 
and other repre¬ 
sentatives 


(1) The rates are high; they are higher than even the rates of 
the sales tax and the betting tax. 

{2) The slab-system is attended with many disavantages for 
the exhibitor. 


(3) The rates vary sharply from State to State and involve 
an element of discrimination. 

(4) In India the tax falls largely on the indigenous industry, 
whereas in other countries it falls mainly on imported 
films. 

The State Governments do not agree that the present rates are 
high or that uniformity is necessary. They see no reason to hold 
that a flat percentage basis is better than the present slab basis which 
contains an element of progression. 

7. From the figures of receipts from the tax, it will be observed 
Basis of tax the collections reached a peak figure in 

1951-52 and that thereafter there has been a gra¬ 
dual decline. This has been attributed by most State Governments 
to a general decline in purchasing power. But it is also to some 
extent true that, as indicated by the Film Enquiry Committee, the 
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present system makes it difficult for the exhibitor to adjust his admis¬ 
sion rates to suit the needs of local cinema-goers. The rates of duty- 
are often fixed for the State as a whole and they afford little scope 
for adjusting the admission charges to suit regional or local require¬ 
ments. An analysis of the receipts from entertainment tax shows- 
that about 95 per cent, of the receipts are realised from cinemas and, 
further, that 66 per cent, of the receipts are realised from the lower 
classes of seats ranging from four annas to one rupee. A ticket-wise- 
classification of the entertainment tax receipts for one quarter in. 
the Bombay State, shows the following results: — 


Table 2.— Receipts from, entertainment tax 


Rates of admission 
(exclusive of tax) 

(in thousands Per cent, of 
of rupees) the total 

receipts 

Seats below 4 annas . 

Seats above 4 annas but not above 8 annas . 

7*70 

12,20 

23 

3 T 

Seats above 8 annas but not above Re. i 

Seats above Re. i . 

10,45 

3 * 


3.14 

P* 

Total 

33.49 

100 


^ - me receipts are irom seats costing annas eight 

and less as admission rates; the receipts from tickets costing one 
rupee and less represent as much as ninety one per cent, of the total 
receipts. It is clear that it is the tax at the lower slabs that affects 
the majority of cinema-goers. In most of the States, the slabs at 
this level have been so arranged that a small increase in the pay¬ 
ment for admission attracts an unduly large amount of tax. For 
example, in Uttar Pradesh and in Bombay, for admission tickets, 
between four annas and eight annas the tax is two and a half annas, 
for tickets over eight annas and below one rupee the tax is five- 
annas and for tickets over one rupee and below two rupees the tax. 
“ ."® n f n ?? as - 911 exhibitor desires for valid reasons to alter the- 
price of the relevant ticket from eight annas to ten annas, the tax 
wti u nC j increa fed from two and a half annas to five annas and the 
total burden on the cme-goer, for a two-anna rise in the price of the 
ticket proper, is four and a half annas. Similarly, if the price of a. 

one rupee is increased to Rs. 1-2-0, the tax thereon is in- 
creased from 5 annas to 10 annas, imposing a total burden of 7 annas- 
tor a two-anna increase in the price of the ticket proper. On the- 

nd ’i here 1S j a lack of flexibility under'a slab system in. 
u-u-? downward adjustment. If, when purchasing power falls, 

£ e *^ tOT « ™] 1Sh + t S }° l e< ? u< ? e the P rice with a vi ew to stimulating* 
fi + ds +u at whlle his price goes down, say, from Re. 1 to. 
th f tax * he ^eon remains at the same level, viz., 5 annas. In 
• t ^ er 1 efo ^ e .’ the State does not share in the loss on the individual* 
evolved m the process of adjustment to a lower level of prices. 

TvcftPm t herefore ’ Justification in the complaint that the slab 
system as it now prevails in some States stands in the way of the- 
flexibility needed m the adjustment of admission rates. A tax on a* 
percentage basis, with certain modifications, seems to us more suit¬ 
able In certain States, like Bengal and Bihar, the tax is in fact 
levied on a percentage basis. The Film Enquiry Committee aW, 
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■favour the tax being levied on a percentage basis and has recom¬ 
mended that the rate of tax should be 20 per cent, of gross earnings, 
i.e., 25 per cent, of the admission charges. While we do not recom¬ 
mend any specific rates on an all-India basis, we are of the opinion 
that the rates of entertainment duty should be fixed on a percentage 
basis. To enable a certain degree of differentiation to be made in the 
percentage rates applicable to different classes of tickets, however, the 
percentages may be graded on a very broad basis, i.e., the percentage 
scale may be split up into a few percentage grades; we suggest that 
there should not be more than three grades. A percentage system 
with only a small number of grades is necessary for flexibility as 
against the rigidity with which the system works at present in many 
States. We further consider that there is in some States room for 
relief in respect of the cheaper categories of seats patronised by the 
large number of persons who belong to the low income groups. It is 
possible that the loss due to a reduction in the rate of duty may be' 
counterbalanced by a consequential increase in the sale of tickets, 
•as demand may be stimulated and optimum returns obtained with 
some scaling down in the rates of admission. 

8. With minor variations, the scheme of exemptions from the 
. entertainment tax is more or less the same in 

xe ption most States. We consider that the scheme as it 

obtains is needlessly complicated from the point of view of the Gov¬ 
ernment and needlessly harassing from the point of view of those who 
provide the entertainment. There are two broad criteria which 
•govern the present exemptions. One of them relates to the objects 
to which the proceeds from entertainment are applied. If the pur¬ 
pose is a philanthropic one and, provided the whole of the proceeds 
or the balance after deducting not more than a prescribed percent¬ 
age as expenditure are devoted to an object recognised to be a 
philanthropic or charitable one, it is usual for the performance to be 
exempted from the entertainment tax. The second criterion con¬ 
cerns the character of the entertainment. Thus, it is provided by 
most States that entertainments of an ‘educational’ character—i.e., 
the subject-matter of which can be classed as pertaining to 
'‘education’ in the technical sense—shall be exempted from the tax; 
and this requirement is sometimes amplified to include “entertain¬ 
ments for scientific and educational purposes by a society, institu¬ 
tion, etc. not conducted for profit”. Thus defined in relation to the 
nature of its theme, the entertainment eligible for exemption can be 
readily distinguished from that which is not. But, other and 
broader terms are sometimes laid down in the regulations of State 
Governments in regard to the ‘character’ of entertainments qualify¬ 
ing for exemption. Thus, entertainments of ‘cultural value’ ’ are 
said to be eligible for exemption; and sometimes, in view of the 
difficulties involved in reducing cultural values to a code of regula¬ 
tions, the State Governments grant or refuse in their discretion and 
on individual merits the exemptions asked for on the basis-of cul¬ 
tural value. In some instances, however, a whole category is 
exempted such as the drama, classical music or Indian dances. Apart 
from the aspect that in many of these instances decisions are left to 
the ad hoc discretion of executive authority, one very widespread 
result of these complex provisions is that eager amateurs and 
philanthropic organisers have their enthusiasm damped at every 
stage once they have found it necessary to approach officialdom for • 
exemption from the entertainment tax. We have drawn attention 
318 M of F—9 
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to the fact that the bulk of the revenue from this tax is derived from, 
the cinema. Indeed, in most States 90 per cent, or more of the 
relevant receipts are obtained from this source. The complicated 
rules which we have referred to, therefore, apply, by and large, to 
the remaining 10 per cent, or less of the receipts. We are of the 
opinion that, with little or no effect on revenue, the whole scheme of 
exemptions would be rendered simpler and better if entertainments 
were divided into ‘professional’ and ‘non-professional’ and the latter 
wholly exempted. So far as the ‘professional’ sector is concerned— 
and for one thing it would include the whole of the cinema—exemp¬ 
tions could be granted only where the proceeds of the particular 
entertainment are devoted to a philanthropic or charitable ourpose; 
if thought absolutely necessary, a very few well-defined types of 
professional entertainments could also be exempted. In addition we 
suggest the establishment of small non-official advisory committees 
consisting principally of social workers to assist Government in decid¬ 
ing exemptions. Such committees will be especially useful in the 
bigger cities. 


2. Tax on Prize Competitions 

9. Prize competitions are taxed in Bombay and Mysore. The 
Iatroduction Bombay Prize Competitions Act, 1939. under 

which the tax was first introduced, limited the 
levy on an individual competition to 12£ per cent, of the total sum 
received in respect of it. The Act was replaced in 1948 by a more 
comprehensive measure, not limited to taxation or to prize competi¬ 
tions, called the Bombay Lotteries and Prize Competitions 
Control and Tax Act. Under this Act, the maxima generally appli¬ 
cable are 12£ per cent, on lotteries, and 25 per cent, on prize” compe¬ 
titions, but Government have the power to increase the rate of 
the levy to 50 per cent, on individual prize competitions or 
lotteries. In Mysore, the tax was introduced in 1951. The Mysore 
Act. of 1951, embodies regulatory and taxing provisions similar to 
those of the Bombay Act. The rates of tax are also the same. Under 
both the Acts, the term ‘prize competition’ includes specifically 
‘cross-word’, ‘missing-word’, ‘number’ and ‘picture’ competitions, and 
generally (1) any competition in which prizes are offered for fore¬ 
casts of results either of a future event or of a past event the result 
of which is not yet ascertained and not generally known (e.g., foot¬ 
ball pools), and (2) any other competition the success in which does 
not depend to a substantial degree upon the exercise of skill. It 
was made illegal to promote prize-competitions without a licence. 
By the offer of substantial prizes and other means, a fast growing 
clientele was being secured for these competitions, especially the 
cross-word puzzles. Accordingly, in the public interest and as part 
ef the conditions of licence, the Government of Bombay thought it 
necessary to impose, in 1951, the following restrictions on prize com¬ 
petitions:— 

(1) the amount of total prize in any one competition should 
not be more than Rs. 30,000 ; 

(2) the number of competitions to be promoted during a year 
by any one licensee should not exceed seventeen ; 

(3) not more than eight entries should be accepted from any 
one competitor ; and 
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(4) the licensee must deposit with Government, half the 
amount of prize money within a week of publication of 
the prize competition. 

One result of these restrictions was that certain big promoters of 
cross-word competitions shifted their headquarters to outside the 
State of Bombay. The competitions themselves continued to appear 
in papers which circulated in Bombay as in other States. The 
Government of Bombay sought, by an amendment passed in 1952, to 
bring these competitions within the scope of its Act and Rules. 
This measure was challenged in the Bombay High Court, which 
has since decided that the amendment is ultra vires of the State 
Legislature in so far as it purports to be applicable to prize com¬ 
petitions promoted in States other than Bombay. 

10. The receipts from the tax are as follows: — 

Receipts from'tax 

Table 3. —Receipts from the tax on prize competitions 

Bombay Mysore 
(In lakhs of Rupees) 


1950- 51 .19 

1951- 52 .24 

1952- 53 .15 

1953- 54 . 8 

1954- 55 .95 


The sharp decline in the receipts so far as Bombay is concerned 
is readily explained by the shifting of the bigger prize-competitions 
to outside the State and by the restrictions applicable to such of the 
competitions as are still situated in that State. 


4 

6 

6 


11. In the tax structure of States, this tax is obviously of minor 
importance. Further, the legislative measures 
Views of the pertaining to prize competitions and lotteries aim 

Press Commission primarily at regulation and control and only 

secondarily at taxation and revenue. Even so, 
the experience of Bombay has shown how both control and taxation 
can be avoided if sought to be imposed by individual States. We 
note that the Press Commission recommends rigorous control over 
the publication of prize competitions in newspapers and periodicals 
The Report of the Commission states, “the publication of entry forms 
for prize competitions in newspapers and periodicals is an 
unjournalistic activity and we recommend the insertion of a provision 
in the Act regulating the printing and publication of newspapers and 
periodicals, banning the printing of any form of entry to com¬ 
petition or prize schemes. Even in the case of purely intellectual 
amusements, we would limit awards to a maximum of Rs. 500 in any 
one month”. It is clear that the control over prize competitions can 
be effective only if it is imposed and enforced on an all-India basis 
We, therefore, recommend that the regulation and taxation of prize 
competitions should be taken over by the Central Government. The 
question of distribution of the receipts to States is not of particular 
importance as the revenue is not substantial. We consider that the 
Union may both impose the tax and retain the receipts; if however 










116 


the alternative course is preferred, this tax can be added to the list 
of taxes included in Article 269 of the Constitution, i.e., those which 
are imposed by the Central Government but the receipts from which 
are distributed among the States in accordance with principles 
laid down by the Parliament. In either case, suitable amendments 
will have to be made to the Constitution, since the regulation and 
taxation of prize competitions are now within the State sphere of 
legislation. 


3 . Betting Tax 


12. A betting tax on horse races is levied in the States of Assam, 
Introduction Bengal, Bombay, Madras and Uttar Pradesh 

among Part A States, Hyderabad and Mysore 
among Part B States, and Delhi among Part C States. The rates 
vary. The tax is levied on the stakeholder who may be either 
race club or bookmaker. The levy is on the totalisator, if one is pro¬ 
vided by the race club. The betting tax was included in the Schedul¬ 
ed Taxes under the Government of India Act, 1919, and the first 
Province to levy it was Bengal in 1922. Other States followed suit, 
the last among them being Delhi State in 1953. During and after the 
War, the rates of tax were increased in most States; but where the 
increase was very steep it was found that the high rates tended to 
encourage illegal betting and would, therefore, have to be reduced. 
Thus, Bengal, which had increased the rate from 15 per cent, to 20 
per cent, in 1947-48, reduced it to 12 per cent, in December 1950 
Mysore, which had raised the rate from 8 per cent, to 20 per cent, in 
1950, reduced it to 12 per cent, in 1951; it has since raised the rate 
to 15 per cent. The receipts from the tax and the prevailing rates 
of duty are shown in the following table: — 



Table 4 . — Receipts from betting 

tax 

(In lakhs of Rupees) 


Year of 

introduc- 1946-47 
tion of the 
tax 

1949-50 

1952-53 

1954-55 

(budget) 

Present 

rates 

(Per 

cent.) 

l. Bengal 

• (1922) 118 

9i 

63 

62 

* 2 $ 

2. Bombay 

■ (1925) 124 

148 

67* 

I IC| 

12 \ 

3. Mysore 

• (1932) 

14 

16 

l6 

15 

4. Madras 

• (1935) 

28 

18 

l6 

12 i 

5. Uttar Pradesh 

■ (1937) 4 

9 

5 

4 

10 

6. Assam 

• (1939) 

0-3 

03 

03 

10 

7. Hyderabad 

• (1949) 


2 

-» 

J 5 

8. Delhi 

■ (1953) 


5 

6 

10 


• * The decline in receipts is mainly attributable to the fact that permission to operate 
in the race course was withdrawn from bookmakers. The permission was subsequently 
restored under certain conditions. M Uly 
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13. There can obviously be little evasion of the betting tax when 
Evasion it I s c °U ecte d on totalisators. False entries by 

licensed bookmakers are not easy to detect or 
prove, since the actual bets, especially the more substantial ones, are 
often concluded in an esoteric language of gestures not known beyond 
the bookmaker and the punter. The co-operation of the race club is 
enlisted by Governments to reduce this type of evasion. Another 
way of evasion is the placing of bets with unlicensed bookmakers; 
this is common where the tak is high. Where the rate is low, how¬ 
ever, few punters like to run the risk of doing business with an 
unlicensed bookmaker. 


14. The enactments governing the betting tax are principally 
regulatory in the nature of their provisions, and 
ature o tax one ^he concerns 0 f State Governments has 

been to discourage the poorer sections of the population from gambl¬ 
ing on horse races. Some of the relevant measures accordingly 
are: —- 

(i) the levy of high admission fees and heavy entertain¬ 
ment duties ; 

(ii) the prescription of a not unduly low minimum for units 
of bets ; and 

(iii) the restriction of the number of racing days. 

We have no special comments to make on the rates of the tax or 
on the arrangements for its collection in different States. We, how¬ 
ever, recommend that the tax should be levied on all stake money 
including the winnings and levied not only on the winnings as is 
being done at present in a few States. 


4 . Electricity Duty 

15. Bombay was the first State to levy an electricity duty. This 
Introduction ^ * n 1932 in the form of a tax on the sale or 

consumption of electricity. Since then the tax 
has been levied by Madras, Mysore, Travancore-Cochin, Bihar, 
Bengal, Madhya Pradesh and Uttar Pradesh. The electrical energy 
taxed is usually that consumed for domestic purposes and, in parti¬ 
cular for lights and fans. To this there are certain exceptions. In 
1949, the Bombay State extended the duty to power con¬ 
sumed by industry. The Uttar Pradesh, Madras and Travancore- 
Cochin Governments make no distinction for the purposes of the 
tax between domestic consumption and industrial consumption. In 
Mysore, where the tax is in the nature of a surcharge on tariff and 
is included therein, the levy is confined to energy supplied to 
industrial concerns and is not on domestic consumption. Rates, bases 
of levy and exemptions differ widely. The rates of duty range from 
6 pies per unit to 1 anna 3 pies. The tax is in the form of: — 

(i) a flat unit rate with exemptions for small consumers 
(adopted by most States); or 

(ii) a percentage charge over the tariff rate subject to a 
maximum determined with reference to unit cost of 
energy (Uttar Pradesh); or 
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(iii) a surcharge on the cost of energy supplied by Govern¬ 
ment to industrial undertaking for power purposes 
(Mysore). 

While flat unit rates are usual for premises (with separate meters), 
a progressive duty, related to wattage of lamps, is sometimes adopted 
where the supply is unmetered or the connections are temporary. ■ 


16. The rates of duty vary considerably as percentage of tariffs, 

R f the highest percentage being over 60 per cent, in 

' ‘ " Bombay City (where the unit cost is relatively 

low) and the lowest 6-3 per cent, in Madras. As already stated, 
industrial energy is taxed only in certain States, e.g., Bombay, Mysore 
and Uttar Pradesh. In the Bombay State, the rate of duty for indus¬ 
tries is small, being \ anna for every two units of consumption; more¬ 
over, for energy consumed in electro-metallurgical furnances, the duty 
is charged at the rate of | anna for every five units, provided the cost 
of electricity is not less than 30 per cent, of the total cost of manu¬ 
facture. The incidence of the Bombay duty is estimated at 0 6 per 
cent, of the total cost for a typical industry like textiles. In Mysore, 
the duty amounts to a surcharge of 10 per cent, on the tariff rates for 
industrial power. In Uttar Pradesh, the rate is 25 per cent, on all types 
of consumption. Though Madras and Travancore-Cochin make no 
distinction, for the purposes of the tax, between industrial use and 
non-ipdustrial use of electrical energy, it has to be noted that the tax 
is recovered only when the charges for electricity exceed two annas 
a unit; as the supply rate for industrial use is for the larger part 
much less than this limit, the tax in these States hardly affects the 
energy consumed for industrial purposes. Electricity duty is usually 
levied on the consumer and recovered through the supply companies; 
in Madras and Travancore-Cochin, however, the liability to pay tax 
is on the licensee and it is stipulated that he should not transfer the 
■duty to the consumer. 

17. Exemptions from the tax are of two types: (1) under the 

Constitution, and (2) under the State Acts. The 
Exempt ons relevant Constitutional provisions are contained 

in Articles 287 and 288 and secure exemption for (1) electricity 
consumed by the Government of India, Federal Railways and any 
railway company operating a Federal railway (unless Parliament by 
law permits such a tax) and (2) electrical energy generated, consumed, 
distributed or sold by any authority established for regulating or 
developing^ any inter-State river or river ( valley (unless imposed by 
a State law to which the President has given his assent). In prac¬ 
tice, no tax has hitherto been levied on electricity consumed by the 
Railways or the Government of India or on that produced, sold or 
used by inter-State River or River Valley Corporations. Exemptions 
under the State laws levying the electricity duty relate for the most 
part to (1) industrial consumption (in certain States), (2) domestic 
consumption (Mysore), (3) consumption by charitable institutions, 
hospitals, places of public worship, etc. and (4) small consumers. 
The last mentioned category of consumers is sometimes exempted 
and sometimes charged concessional rates. In the Bombay State, for 
example, a lower duty is levied in some of the bigger" cities, on 
consumption below twelve units, while in the smaller towns no duty 
is levied on such consumption. In Bengal, no duty is levied on 

--mfnrwatinn rpcardinff the 
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rates of tax, bases of levy, exemptions etc. is given in Statistical 
Appendix 6. 

18. The following figures relate to receipts from electricity 
Receipts from tax duties: — 


Table 5.— Receipts from electricity duties 


(In lakhs of Rupees) 

States 

1950-51 

1951-52 

1952-53 

1953-54 

1954-55 

(Budget) 

Bihar ..... 

12 

12 

14 

23 

22 

Bombay. 

1,87 

2,02 

1,99 

2,26 

2,08 

Madhya Pradesh 

7 

8 

9 

10 

10 

Madras (including Andhra) 

18 

19 

16 

14 

II 

Uttar Pradesh 

I 

I 

2 

75 

80 

Travancore-Coehin 

A 

I 

I 

2 

2 

2 

West Bengal 

86 

95 

1,00 

1,05 

1,06 

Total 

3,12 


3 >42 

4.55 

4.39 


It will be seen that the revenue from this source is small except in 
Bombay, West Bengal and Uttar Pradesh. 

19. The taxation of electrical consumption has been supported on 

Justification for tax the grounds that— 

(a) electricity is generally cheaper than other sources of light 
and power which are subject to a tax; 

(b) in future when abundant and cheaper hydel power would 
be available, a small tax would benefit Government 
without imposing an undue burden on the consumer; and 


(c) it is inexpensive to collect, provides an expanding source 
of income to State Governments and is not regressive 
because small consumers can be, and are, exempted. 


20. While there is not much opposition to the levy of a tax on 
Criticism of tax consumption of electricity for lights and fans, 

j, . , , , Ghambers of Commerce and other representa- 

.. ! ndustr y have expressed themselves against the tax on 
consumption of electricity. They urge that, by increasing 
he cost of production, a duty on electricity hinders the development 

WTHr, 1 j d T t i r - al co f} cerns - xt . is further argued, on behalf of elec- 
lcity undertakings, that at a time when every effort is being made 

supply ®f electrical power, the imposition of such a tax 
tHrLi P d progress by discouraging industries from utilising elec- 
tnfpl 1 P P T 6 f i Fr ? m Statistical Appendix 7, it will be seen that the 
total cost of electrical power (inclusive of the tax) in some of the 

facture e * c f d 2 per cent of th e total cost of manu¬ 

facture. We find it difficult to agree that an electricity duty even 

• *j® ^ ery l° w rate 1S unjustifiable if it is levied on consumption for 
industrial purposes. Hence we would recommend the extension of 
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the duty on electricity to its consumption for industrial purposes, 
subject to the observations we make in paragraphs 22 and 24. 

21. The differences in basis and rates have also come in for some 

.. criticism. It has been put to us that a tax in the 

ea orum ormity f orm 0 f a percentage charge on tariff rates, 

(subject to maximum limits prescribed in the light of economic con¬ 
siderations) would yield adequate revenue to State Governments, 
while at the same time providing some uniformity in the tax. What 
is lost sight of in this suggestion is the wide variation that subsists 
between the tariff rates themselves. Assuming that the tax rate is 
25 per cent, of the tariff, a consumer in an area where the supply 
rate is two annas per unit will pay half an anna as tax whereas in 
an area where the supply rate is six annas per unit, he will pay as 
much as one and a half annas per unit. The higher the supply rate 
happens to be, the higher will be the tax, making the total burden 
proportionately heavier. A not unsuitable method, therefore, is that 
adopted in Bombay where the tax is higher on cheaper supply rates 
and lower on costlier supply rates. At the same time, when duty is 
charged on energy used for industrial purposes, a rate thus linked to 
the tariff rate will not be suitable, since the electric companies charge 
very low tariffs for bulk supplies and if, on that ground, the State 
Governments levy a stiff rate, the burden on industry will be heavy. 
Accordingly, for bulk consumption, the volume of consumption will 
have to be taken into account no less than the tariff rates. The 
same considerations should apply to nationalised undertakings. The 
levy of a small tax on the electricity supplied by these concerns 
should not prove unduly burdensome. Such a levy would be prefer¬ 
able to the introduction of an appreciable tax element into the tariff 
rates themselves, firstly as the true position will be apparent to 
the public, and secondly, as this will obviate any discrimination in 
this context between private companies and State undertakings. 

22. In regard to rates which take into account the varying tariffs. 

Need for graded rates of ^PP^’ is obvious that there cannot be- 
much uniformity not only between different 
States but even be.tween different areas of a State. For gradation 
of rates, the main considerations would seem to be: — 

(1) on lights and fans the rates should be reasonably low; 

(2) on other domestic appliances they should be lower; and 

(3) on industrial consumption they should be lowest of all,, 
and in fact extremely low. 

, The rates of tax on energy consumed for lights and fans should, 
because of the wide differences in the supply rates, be so adjusted 
as to make the total burden of power costs equitable and also tc 
encourage the use of electricity in smaller towns and rural areas. 

23. In regard to power used for domestic appliances, a distinc¬ 
tion m such consumption for rate purposes has been advocated on 
the ground that the extension to other categories of the same rate as 
for energy used in lights and fans will add considerably to the cost 
of using appliances like frigidaires, heaters, radios, etc., and dis¬ 
courage their use. It is pointed out that the consumption of energy 
is larger in the case of these appliances than for lights and fans; it is 
therefore argued that they should be charged a lower rate of duty.. 
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It is also pointed out that it is not unusual for the supply companies- 
too to have one set of tariff rates for lights and fans and another for 
other domestic appliances. The drawing of such a distinction for 
purposes of electricity duty has, however, been opposed by some on 
the ground that it would lead to an increase in the cost of installation 
for the consumer and in the cost of inspection etc. for the administra¬ 
tion. The objection does not seem to us valid. As already mention¬ 
ed, many supply companies charge a lower rate for energy consumed 
for domestic appliances; and, for that reason, separate meters are 
usually installed for lights and fans and for frigidaires, heaters, 
radios, etc. Secondly, the use of such electrical appliances is on the 
increase and it is the course of wisdom, even from the point of view 
of revenue, to facilitate extension of the use. A distinction in the 
relevant rates of duty is, therefore, appropriate and desirable. At 
the same time, the duty on the energy consumed by domestic appli¬ 
ances cannot well be on a par with the very low rates which would 
be proper for the energy consumed for industrial purposes. The 
appliances are used by well-to-do persons, and the intermediate 
grade of duty we have suggested should not prove burdensome in its 
incidence. 

24. Certain points have to be mentioned in regard to the rates of 

. tax on power used for industrial purposes. The 

andExemptionsin* assumption that the incidence of the electricity 
certain cases duty on industries is negligible would be 

correct only if the cost of electricity constitutes 
a small part of the total cost of production. But there are certain 
industries where the power costs constitute a substantial item of the 
cost of manufacture, e.g., industries which use electric furnaces or 
are based on electro-chemical or electrolytical processes. The rate 
of levy has to be specially low for such industries if their cost 
structure is not to be upset. Specially low rates (or even exemp¬ 
tion) would be justifiable in another context, viz., that of cottage and 
small-scale industries, in order that these may adapt themselves to- 
methods of production that will result in greater productivity. 

25. We have already pointed out that the exemptions provided 
in the Constitution are such that they can be withdrawn, as and 
when appropriate, by Parliamentary enactment or by State laws to- 
which the President accords his assent. We have no specific 
comments to make on these exemptions or on the other classes of 
exemptions which now obtain, such as those in favour of charitable 
institutions etc. and of the smaller consumers. 

5 . Other Miscellaneous State Taxes 

26. The professions tax and the property tax have special rele¬ 

vance to local bodies, even though they are’ 
Introduction levied direct by a few State Governments: the' 

professions tax, for example, by Assam and Madhya Pradesh and the 
property tax (as ‘urban immovable property tax’) by Bombay and 
the Punjab. We accordingly reserve the detailed discussion of these 
two taxes for the section on Local Taxation. Among the miscel¬ 
laneous taxes which remain to be noticed here are: — 

(i) Registration Fees; 

(ii) Tobacco Duties; 
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(iii) Sugarcane Cess; 

(iv) Raw Jute Cess; and 

(v) Inter-State Transit Duties. 

27. (i) Registration Fees .—These fees are levied under the Indian 
Registration Act, 1908, which contains the law concerning the regis¬ 
tration of documents. Among the benefits secured by registration 
are: — 

(a) reasonable guarantee about the genuineness of the docu¬ 
ment; 

(b) maintenance of a permanent record in the Registration 
Department; and 

(c) security of title deeds and facility of proof to the titles 
conferred under them. 

Certain documents are compulsorily registerable and are not 
admissible as evidence in law courts unless registered. The rates of 
registration fees vary from State to State and are on an ad valorem 
basis. The receipts from registration fees and the expenditure on 
the Registration Departments of different States are shown below: — 


Table 6 .- 

—Receipts and expenditure on registration 

1954-55 

(In lakhs of Rupees) 

States 

Receipts 

Expenditure 

Part A 



Andhra . 

31 

16 

Assam 

5 

2 

Bihar 

61 

16 

Bombay 

3 ° 

16 

Madhya Pradesh 

25 

5 

Madras . 

80 

39 

Orissa 

12 

4 

Punjab . 

9 

0*2 

Uttar Pradesh . 

28 

14 

West Bengal . 

45 

19 

Total Part A States . 326 

J Port B 

131-2 

Hyderabad 

8 

4 

Madhya Bharat 

2 

2 

Mysore • 

11 

5 

PEPSU . 

4 

0-2 
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Table 6. — Receipts and expenditure on registration- 

—contd. 

State 

Receipt 

Expenditure 

Rajasthan .... 

3 

2 

Saurashtra .... 

8 

2 

Travancore-Cochin 

29 

14 

Total Part B States 

64 

29 2 

Part C 



Bhopal . ... ■ 

0.24 

00 6 

Coorg • 

0-23 

0-05 

Delhi. 

502 

0*44 

Himachal Pradesh 

0-28 

0-02 

Vindhya Pradesh 

040 

0 20 

Total Part C States 

6-17 

077 

Grand Total 

396-17 

161-17 


Beyond remarking that registration fees are more or less in the 
nature of specific charges intended for covering the expenditure on 
specific services rendered by the State, and that this principle should 
be broadly kept in mind in fixing the rates, we have no particular 
comments to make on this item. 

28. (ii) Tobacco Duties.—A tax on the sale of tobacco was levied 
under special Acts in Bombay, Madras, Madhya Pradesh and the 
Punjab. Bengal levied it for a period of three years preceding pro¬ 
vincial autonomy, but the measure was allowed to lapse and no tax 
on tobacco was levied till 1942 when the general sales tax was intro¬ 
duced in Bengal and covered tobacco along with other commodities. 
In Bombay, the tax was levied under two Acts, viz., the Tobacco 
Duty (Town of Bombay) Act, 1857, and the Bombay (District) 
Tobacco Act, 1933. Both the Acts were amended in 1938 and the rates 
of tax were increased. Under the former Act, two taxes were levied, 
viz., a maundage tax at the rate of Rs. 30 per maund of tobacco 
imported into the town of Bombay and a licence fee ranging from 
Re. 1 to Rs. 48 on retail dealers. Under the Bombay (District) 
Tobacco Act, 1933, a licence fee, varying from Rs. 2-8-0 to Rs. 50 
according to turnover, was levied on sellers of tobacco throughout 
the Province (except the city of Bombay) and an additional sales 
tax at the rate of 12 per cent, of the last wholesale sale was levied 
on an ad valorem basis on dealers in a few notified towns. In 
Madras, under the Madras Tobacco (Taxation and Licensing) Act of 
1939, the tobacco dealers were licensed and dealers were classified 
as wholesale and retail. So far as retail dealers were concerned, the 
tax was levied as a percentage of annual turnover; the rate was 3 
per cent, on the first Rs. 400 (subject to a minimum of Rs. 6) and 10 
per cent, on the portion of turnover above that figure. For whole¬ 
salers, the rate of levy was 2 per cent, of the turnover. The Madhya 
Pradesh Act (the Central Provinces and Berar Tobacco Act, 1939) 
introduced a different system of graduation. The licence fee on 
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wholesalers was Rs. 125, while for retailers it varied from Rs. 5 to 
Rs. 50 depending upon the population of the dealer’s village, the 
annual rental value of his shop and the type of tobacco (superior or 
inferior) sold by him. Dealers in villages with a population of less 
than 2,000 were exempted; so too were all hawkers. Under the 
Punjab Tobacco Vend Fees Act, 1934, a small licence fee was levied 
on all dealers of manufactured tobacco in municipal areas and such 
other areas as were notified. 


29. When the Government of India imposed its Central excise 
duty on tobacco with effect from 1st April 1943, 
Compensation in provincial Governments which were levying 

henoftobaccodnt.es dutieg Qn tobacCQ under special Acts were per¬ 
suaded to give up their taxes and were compensated for the revenue 
foregone. The amount of compensation was fixed as follows: — 


Bombay 

Rs. 

29 lakhs 

Madras 

Rs. 

22 lakhs 

Madhya Pradesh 

Rs. 

T5 lakhs 

Punjab 

Rs. 

6,000 


On representations made by the States of Madras and Bombay 
regarding the inadequacy of these amounts in the context of growing 
consumption of. tobacco and tobacco manufactures, the Government 
of India increased the amounts of compensation payable to Bombay 
and Madras to Rs. 54 and 56 lakhs, respectively, with effect from 
1949-50. The compensation payable to Punjab was withdrawn after 
the partition, while that payable to Madhya Pradesh remained 
unchanged. The Finance Commission, which examined the question, 
recommended that the States should be left free to levy their own 
taxes on tobacco and the arrangements for compensation terminated. 
This recommendation was accepted by the Government of India and 
the arrangements have ceased to be in force since April 1953. 

30. At present, six States, viz., Andhra, Madhya Pradesh, Madras, 
Present position re- Punjab, PEPSU and Travancore-Cochin levy 
garding tobacco tobacco duties under special Acts and realise 
duties the following receipts: — 


Table 7 . —Tobacco Duties 


(In lakhs of Rupees) 


State 




1951-52 

1952-53 

1953-54 

1954-55 

(Budget) 

Andhra • 






16 

18 

Madhya Pradesh 




4 

4 

4 

4 

Madras • 




57 

56 

30 

40 

Punjab . 




2 

•• 


5 

PEPSU • 




22 

21 

22 

21 

Travancore-Cochin . 




23 

12 

II 

II 

Total 

- 

• 


1,62 

M 7 

83 

99 
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In Andhra and in Madras, the tax on the sale of tobacco is levied 
under the Madras Tobacco (Taxation of Sales and Registration) Act, 
1953, which came into force on 20th April 1953. The tax is levied at 
only one point and is on the sales of ‘taxed tobacco’ which comprises 
cigarettes, cigars, cheroots, cigarette tobacco and pipe tobacco. No 
tax is levied on biris, snuff or chewing tobacco under this Act, though 
their sales are liable to the general sales tax. The rates of tax are as 
follows: — 

Cigarettes 

(i) sold at three pies or above but less than six pies per 

cigarette ........ io per cent, of turn¬ 
over. 


(ii) sold at six pies or above but less than nine pies per 
cigarette ...... 


20 per cent, of turn¬ 
over. 


(iii) sold at more than nine pies per cigarette ■ . -30 per cent, of turn- 

9ver. 

Cigars and Cheroots 

Sold at two annas or above per cigar or cheroot 30 per cent, of turn¬ 

over. 

Pipe and cigarette tobacco ....... 30 per cent, of turn¬ 

over. 

Cheaper varieties of cigarettes, cigars and cheroots, i.e., those sold 
at rates lower than the above, are exempt from this special tax. 

31. On termination of its agreement with the Government of 
India, Madhya Pradesh has reimposed the licence fees leviable under 
the Act of 1939 which was kept inoperative from 1st April 1943 to 
30th April 1953. 

In Punjab, the older vend fees were at first not revived but 
tobacco was made liable to the general sales tax. Recently, however, 
•on account of large-scale smuggling from neighbouring States and 
evasion of sales tax, the Punjab Government has re-introduced the 
Tobacco Vend Fees Act in replacement of the sales tax on manufac¬ 
tured tobacco. 


In PEPSU, the right to deal in manufactured tobacco has to be 
purchased in auction; so has the right to prepare manufactured 
tobacco, which includes biris and snuff. 


In Travancore-Cochin, licence fees continue to be levied on the 
sale of tobacco. There are three classes of licences: ‘A’ licence for 
stockists, ‘B’ for wholesalers and ‘C’ for retailers. Only A class 
licencees can import tobacco from outside the State; and they can sell 
only to other stockists or wholesalers. The licence fees for stockists 
varies from Rs. 1,000 to Rs. 1,500 for prescribed minimum quantities 
which are; 100 khandies for raw tobacco, 25 khandies for biris. and 
the value of Rs. 20,000 for other products. For additional quantities, 
Rs. 750 are charged for each 100 khandies or fraction thereof. The 
licence fee for wholesalers is Rs. 150, irrespective of the quantity 
dealt with, and for retailers, Rs. 5. The retailers are required to buy 
only from the B class licencees, i.e., wholesalers, and keep in stock 
not more than 10 lbs. of tobacco and tobacco products at a time. 

In the other States, tobacco and tobacco manufactures are made 
liable to the general sales tax. In a few States, chewing tobacco and 




hookah tobacco are exempted; while, in some, higher duties are levied 
on cigars, cheroots, and pipe tobacco. 

32. The main question to be considered in relation to the sales tax 

or special taxes on tobacco and tobacco manu- 
Incidence of Central faetures is their incidence in relation to the Cen- 
tobacco^and Tobacco tra * excise duties. Several complaints have 
products been received by us about the unduly heavy 

burden of the Central and State taxes on tobacco 
and tobacco manufactures. These goods are also liable to the octroi 
duties of municipalities in many instances. The need is obvious for 
ensuring proper co-ordination between the different taxes on tobacco 
levied by the Central Government, the States and the local authori¬ 
ties. We consider that such co-ordination would be best evolved 
through the machinery of the Inter-State Taxation Council to which 
we have already alluded. 

33. (iii) Sugarcane Cess .—The Sugarcane Cess was first levied by 
the United Provinces in 1938. Bihar followed suit with a similar 
measure in 1939. The Cess was introduced in Bombay in 1948 and in 
Hyderabad in 1953. The authority for the levy was at one time Entry 
49 of the Provincial List of the Government of India Act, 1935 which 
related to ‘‘cesses on the entry of goods into a local area for consump¬ 
tion, use or sale therein”; after the coming into force of the Constitu¬ 
tion, the cess is levied under Entry 52 of the State List. It may be 
noted that octroi duties of local authorities are also levied under the 
same entry. For purposes of the cess, a sugar factory is defined as a 
‘local area’ and the sugarcane entering the premises of the factory for 
consumption, use or sale therein is made liable to the levy. The cess 
is payable on all the sugarcane which enters the ‘local area’ thus 
defined, irrespective of whether it has been purchased by the factory 
or been grown by it on land that it owns. 

34. The rate of the cess, which was originally six pies per maund 

Rates of cess °f sugarcane, has been increased from time to 

time in Uttar Pradesh and Bihar. The follow¬ 
ing table gives the rates prevailing at present in the different States, 
and the receipts from this cess: — 


Table 8 .—Rates of and receipts from sugarcane cess 

(In lakhs of Rupees) 


Receipts 


State 

Rate of cess 

1950-51 

1951-52 

1952-53 

1953-54 

1954-55 

(Budget); 

Bihar 

■ 3j as. per maund 

126 

103 

115 

147 

113 

Bombay 

■ Rs. 5 per ton 

46 

36 

60 

65 

54 

Hyderabad 

Rs. 4 per ton 




7 

15 

Uttar Pradesh 

• 3 as. per maund 

217 

324 

3 i 6 

350 

350 
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The proceeds from the cess are funded in Bombay for the develop¬ 
ment of sugarcane and other irrigated crops, for the development of 
sugar industry and for the improvement and development of agri¬ 
culture in general. In the other States, the receipts are credited to 
general revenues. 


35. By way of comment on this tax we would only sound a note 
of warning against any extension of a practice by 
tending U !evy S toother which small ‘local areas’—in this case the pre- 
Commodities mises of factories—are set up by definition and 

State Governments start taxing the goods which 
enter therein. It seems to us clear that Entry No. 52 of the State List 
—“taxes on the entry of goods into a local area for consumption, use 
or sale therein”—was not intended to be made use of by the State 
Governments as an authority for taxing the raw materials of indus¬ 
tries by defining the premises of an industrial concern as a ‘local 
area’. We believe that the term ‘local area’ has been used therein 


to denote the area of a local authority. It was in this sense that 
the relevant power was utilised until the sugarcane cess came to 
be levied. Any extension of the use of this entry by State Govern¬ 
ments for the purpose of taxing agricultural or mineral products 
or raw material would for many reasons be undesirable. We 
recommend that the State Governments should not hereafter 
utilise entry 52 of the State List for imposition of their own taxes but 
should reserve it in the usual manner for local authorities like muni¬ 
cipalities, village panchayats, etc. 

36. (iv) Raw Jute Cess .—This tax has been in force in Bengal 
since 1942 under the Bengal Raw Jute Taxation Act, 1941. It is levied, 
at the rate of two annas on every maund of raw jute purchased by 
a mill or by a person exporting jute out of Bengal. The mills and. 
exporters are required to register themselves, send monthly returns 
of their purchases and pay the tax every month. It is, in effect, a 
purchase tax on jute collected from registered mills and exporters. 
As very little of the raw jute is retained for local consumption and as 
it is grown by numerous growers, the point of purchase is undoubted¬ 
ly the most convenient for taxing this commodity. The proceeds, 
from this tax amounted to about Rs. 43 lakhs for undivided Bengal- 
West Bengal obtains from it a revenue of about Rs. 33 lakhs. 


37. Under the scheme of sales tax recommended by us, it will no- 
longer be possible for the Bengal State to levy this tax at a rate higher 
than one-fourth of an anna in the rupee. But any loss from a reduc¬ 
tion in the rate of this tax will be more than made up by the receipts 
that the State will realise from the tax on inter-State transactions 
and in general by the increase in revenue implicit in our suggestions 
regarding sales tax in their application to Bengal. 

38. (v) Inter-State Transit Duties .—Under Article 306 of the 
Constitution, a Part B State which before the commencement of the 
Constitution was levying a tax on imports or exports (which tax is 
now called inter-State transit duty) is permitted to continue to levy 
and collect such, tax under an agreement with the Government of 
India for a period not exceeding ten years from the commence¬ 
ment of the Constitution. The Article, however, gives the President: 
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power to terminate or modify the agreement on the recommendation 
■of the Finance Commission. As a general principle, of course, the 
Constitution prohibits the levy by any individual State of a tax on 
the imports into or exports from its territories; and it is as a purely 
transitional arrangement that an exception has had to be made in 
the case of Part B States. The customs revenue collected at their 
borders by many of the former princely States formed an appreciable 
part of their revenues. In some instances, the customs duties were 
abolished on the integration of these States with the rest of India. 
Financial reasons rendered this course impracticable in a few other 
States especially those in which a bigger unit was formed out of 
several smaller princely States. The order of the problem which 
remained may be judged from the fact that for all such States 
together, the revenue from customs amounted to as much as Rs. 9-3 
.crores or 15 per cent, of the total tax revenue of these States. 


39. Some of the details may be recalled. Mysore and the States 
comprised in PEPSU did not, even prior to inte- 
•iertataPart B StaJ« gration, levy customs duties. Of the two former 
states states of Travancore-Cochin, only the former 
levied these duties; the revenue it derived from them was about 
Rs. 1 crore. In this instance, it was practicable to abolish 
the duties after some adjustments had been made in the Cen¬ 
tral grant intended for filling the gap in the revenue budget. For the 
remaining States—Hyderabad, Madhya Bharat, Rajasthan and 
‘Saurashtra—the customs duties had greater importance. In Hydera¬ 
bad, in addition to the import and export duties, surcharges were 
levied on exports of certain goods like oil seeds; the receipts of the 
'State from the duties and the surcharges was about Rs. 4 crores a 
•year. In the States which constituted Saurashtra, import and export 
■duties were levied on inter-State movement of goods both by land 
and sea. In addition, there was a special duty on the export of 
groundnuts to the rest of India by land or sea. The total receipts 
realised just before integration were about Rs. 85 lakhs. In the 
context of integration, Saurashtra abolished the import and export 
■duties by sea or land and continued only the export duty on ground¬ 
nuts. In Madhya Bharat, the import and export duties yielded about 
Rs. 2 crores, while Rajasthan realised about Rs. 4 crores from them 
For Part B States generally, the Indian States Finance Enquiry 
"Committee recommended the abolition of these duties within a period 
of three to five years. Specifically, the periods recommended were: 
three years for Madhya Bharat, four years for Saurashtra and 
Hyderabad and five years for Rajasthan. The Committee also sug¬ 
gested that these States should develop alternative sources of revenue 
like sales tax, agricultural income-tax, entertainment tax, etc. 
Eventually, under the agreements that were entered into between the 
Government of India and the Part B States concerned, it was stipu- 
lated that the internal customs duties should be abolished within a 
period of four years from 1950-51 in Hyderabad and within five years 
in Saurashtra, Madhya Bharat and Rajasthan. 


40. In accordance with these agreements, the States in question 

'Present nnsiH™ (T ith the exce P tion of Rajasthan) have been 

•regarding the duties takin § ste P s for the gradual abolition of cus¬ 

toms duties (and their replacement by other - 
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measures of taxation), as will be seen from the following table: 
Table 9 .— Inter-State Transit Duties 


(In lakhs of Rupees) 


State 

1950-51 

1951-52 

1952-^3 

1953-54 

1954-55 

Hyderabad 

3.54 

4.03 

2,93 

1,30 

1.35 

Madhya Bharat 

1,>41 

1,27 

1,14 

1,00 

*5 

Rajasthan 

' 3.73 

4.19 

3.70 

3.95 

3.54 

Saurashtra 

63 

40 

37 

22 

iO 


In Saurashtra, the only tax of the type mentioned which still 
remains is the export tax on groundnuts; the present revenue from 
it is about Rs. 10 lakhs. In Hyderabad, the rates of import and 
export duties were reduced in 1950-51; in the following year, the 
import duty was abolished on a large number of articles; later, when 
the general sales tax was introduced, only the export duties and sur¬ 
charges on certain articles were retained; recently, the surcharges 
have been withdrawn, and by the end of the current year the cus¬ 
toms duties are likely to be totally abolished. According to the 
agreement, Hyderabad was to abolish its customs duties in four 
years, i.e., by the end of 1954, but the period has been extended by 
one year. The Madhya Bharat Government have taken steps to 
replace the import duties by a selective sales tax and have reduced 
its receipts from customs duties from nearly Rs. 2 crores before 
integration, to Rs. 85 lakhs in the current year. As the period for the 
total abolition of customs duties expires at the end of the current 
year, the Madhya Bharat Government are considering the introduc¬ 
tion of a general sales tax in place of the present selective sales tax. 
In Rajasthan, however, the problem remains substantially what it 
was at the time of integration. The inter-State transit duties conti¬ 
nue to be levied at the same rates as in 1950; and the receipts under 
this head amount to nearly Rs. 4 crores. The State Government have 
recently introduced a Bill for the levy of a general sales tax; but the 
prospect of its achieving the abolition of inter-State duties within the 
stipulated time and of its being able, at the same time, to balance its 
budget by alternative taxation cannot be said to be very bright. 
We are in agreement with the principle that these duties should be 
abolished within a reasonable period and endorse the view that the 
States which have been levying them should make every possible 
effort to meet the loss in revenue by utilising other sources^ of 
taxation. 



CHAPTER IX 


STATE EXCISES 


Among the major sources of revenue which are available to 
_ . . State Governments are duties of excise on ‘alco- 

n ° uc n holic liquors for human consumption’. This 

was the position under the Government of India Act, 1919; it re¬ 
mains much the same under the Constitution of India. Under entry 
51 of List II of the Seventh Schedule to the Constitution, the States 
are empowered to levy— 


“Duties of excise on the following goods manufactured or 

{ >roduced in the State and countervailing duties at the same or 
ower rates on similar goods manufactured or produced elsewhere 
in India: — 


(a) alcoholic liquors for human consumption; 

(b) opium, Indian hemp and other narcotic drugs and narco¬ 
tics; 


but not including medicinal and toilet preparations containing 
alcohol or any substance included in sub-paragraph (b) of this 
entry.” 

2. The revenue from this source represents 8-7 per cent, of the 
aggregate tax revenues of .State Governments 
in 1954-55. But while, in many other countries, 
it is principally considerations of revenue that 
have influenced public policy in the levying of duties on intoxicants, 
it can be asserted that in India excise duties have been levied more 
with a view to restricting consumption of intoxicants than to rais¬ 
ing revenues. The Government of India in their resolution dated 
7th September 1905 described the general lines of their excise policy 
in the following terms: — 


Excise policy as laid 
down in 1905 


“The Government of India have no desire to interfere with 
the habits of those who use alcohol in moderation and it 
is necessary in their opinion to make due provision for 
the needs of such persons. Their settled policy, however, 
is to minimise temptation to those who do not drink and 
to discourage excess among those who do, and to a 
furtherance of this policy, all considerations of revenue 
must be absolutely subordinated. The most effective 
method of furthering this policy is to make the tax upon 
liquor as high as it is possible to raise it without stimulat¬ 
ing illicit consumption to a degree which would increase 
instead of diminishing the total consumption and without 
driving people to substitute deleterious drugs for alcohol, 
or a more or less harmful form of liquor. Subject to the 
same consideration, the number of liquor shops should 
be restricted as far as possible and their location should 
be periodically subject to strict examination with a view 
to minimise the temptation to drink and to conform as 
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far as is reasonable to public opinion. It is also impor¬ 
tant to secure that the liquor which is offered for sale is 
of good quality and not necessarily injurious to health”. 


Importance as tax 
resource 


3. For a majority of the States, excise on alcoholic liquors has 
been second in importance among their sources 
of revenue. For some States, receipts from 
excise duties are even larger than from land 
revenue. During the War, receipts from excise duties increased 
very considerably' practically in all States. Today, excise duties 
form an important source of revenue for a large number of States, 
including those which have gone in for partial prohibition. The 
trend of receipts before and after the War in different States will be 
seen from the following table: — 


Table 1. —Figures showing trend of Excise receipts 

(In crores of Rupees) 


S. No. State 

1937-38 

Accounts 

1946-47 

Accounts 

1948-49 

Accounts 

1950-51 

Accounts 

1954-55 

Budget 

Estimates 


Part A States 






I. 

Andhra . 





0-08 

2 . 

Assam . 

0*36 

0-82 

0-95 

0-93 

1*20 

3 - 

Bihar 

. 1*22 

5 'i 5 

485 

5-26 

4-71 

4 - 

Bombay 

3-22 

9'74 

617 

1*07 

0-68 

5 - 

Madhya Pradesh 

. 0-67 

2*24 

2-19 

2-31 

2*42 


Madras 

4 "03 

14-68 

3’67 

o -55 

0-21 

7 - 

Orissa . 

0-34 

I* II 

136 

2-13 

I‘ 5 I 

8. 

Punjab . 

1*07 

3-32 

2-38 

2*08 

2-36 

9 - 

Uttar Pradesh 

1 '45 

6-74 

6-53 

6-51 

5-38 

.so. 

West Bengal . 

i ‘55 

6-42 

6-22 

620 

5 06 


Part B States 






II. 

Hyderabad 

. 



9 '69 

8-84 

12. 

Madhya Bharat 

. 



1-89 

1-56 

■ 13 - 

Mysore . 




2*00 

1- 54 

* 4 - 

PEPSU t . 


•• 


1*90 

i '73 

* 5 - 

Rajasthan 



S 

2-49 

2* 46 

16. 

Saurashtra 

. 



0-15 

0-06 

37 - 

Travancore-Cochin . 

. 

•• 

■■ 

2' 18 

2*12 
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Table 1 .—Figures showing trend of Excise receipts — contd. 


(In crores of Rupees) 


S. No. State 

1937-38 

Accounts 

1946-47 

Accounts 

1948-49 

Accounts 

1950-51 

Accounts 

1954 - 55 - 

Budget 

Estimates- 


Part C States 






18. 

Ajmer . 





o - 28 

19 - 

Bhopal . 





o-16 

20. 

Coorg 





0 ‘ II 

21. 

Delhi . 





I -14, 

22. 

Himachal Pradesh . 





0-15 

23 - 

Vindhya Pradesh . 





o- 31 





Total 


44 ox 


4. As indicated earlier, the excise policy in general has been one 

Basis of levy of temperance and of restricting the consump¬ 

tion of intoxicating drinks. State Governments- 

try to minimize the consumption by levying heavy duties on the- 
different kinds of drinks. The rates of duties are heaviest on foreign 
liquors and vary from Rs. 35 in Mysore to Rs. 93 in Bombay. On- 
country liquors, the rates vary from Rs. 9/4/- per gallon in Travan- 
core-Cochin to Rs. 30 in Bombay, while on country spirit they vary 
from Rs. 15 in Vindhya Pradesh to Rs. 54 in West Bengal. In addition 
to the excise duties, licence fees are charged for manufacture or 
sale of liquor or for tapping toddy trees, etc. Similarly, several fees¬ 
like permit fees, vend fees, outstill duties are also levied. Manu¬ 
facture or sale of liquor is forbidden except under licences which 
are generally granted by auction to the highest bidders. The manu¬ 
facture of country spirit is done in Government distilleries or under 
the direct supervision of the excise staff. 

All supplies are drawn from Government warehouses which- 
ensures that the liquor is not more than of the prescribed strength. 
The licensed sellers have to sell the country spirit between fixed' 
hours and at fixed selling rates. As in the case of country spirit, 
the right of tapping and selling toddy is also auctioned. In 
addition to the licence, in some States the licencee has to pay a tree 
tax to Government except in hilly areas where the tax is not 
recovered and the right of tapping is enjoyed by persons belonging 
to the scheduled tribes. The sale of other alcoholic drinks and of 
intoxicating drugs is also permitted only through licensed dealers. 

5. While till 1921, the policy was one of regulation and of dis¬ 
seise policy • couraging the use of alcoholic drinks in excess, 

past and present after 1921, i.e., with the introduction of the first 

Constitutional Reforms, the movement towards^ 
prohibition gained strength and resolutions declaring that prohibi¬ 
tion was the ultimate goal of excise policy were passed by severaB 
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State legislatures. During the period of 1921 to 1937, several State 
■Governments took measures to minimise the consumption of 
.alcoholic drinks by the enforcement of stricter controls over 
the manufacture and distribution of intoxicating liquors, by 
raising excise duties, auction bids, licence fees, etc. and 
by imposing heavy penalties on illicit distillation. In a few 
States, Committees were appointed to investigate the possi¬ 
bilities of reducing the revenue from excise or of introduc¬ 
ing prohibition. It cannot be said, however, that these steps led 
to any appreciable curtailment of consumption or loss of revenue. 
There was all the same, some decline in revenue in several States 
as the result of the picketing of liquor shops and toddy booths that 
was resorted to as part of the Civil Disobedience Movement in 1930- 
31 and 1932—34. The enforcement of complete prohibition, it may 
be noted, figured as the first item in the national demand sub¬ 
mitted by Mahatma Gandhi to the British Government in 1931. 


6. With the inauguration of Provincial Autonomy in 1937 came 
the installation, in office of Congress Ministries, except in Bengal, 
Punjab and Sind. Several of the Provincial Governments declared 
their policy to be that of complete prohibition. A few, among them, 
Madras and Bombay, started implementing this policy in well 
-defined stages. When World War II broke out, the Congress Minis¬ 
tries resigned. With their withdrawal, the policy of prohibition 
received a setback in the provinces where it had been adopted. 
While, in a few States, prohibition was not allowed to be extended 
beyond the areas where it was in operation, in some States the res¬ 
trictions previously imposed were relaxed and in others there was 
■complete reversal. In consequence, as mentioned above, during the 
War, receipts went up to figures never reached before, partly because 
of inflationary conditions and partly owing to the influx of Defence 
Forces from abroad. With the resumption of office by the popular 
Ministries, prohibition was once again accepted officially as the 
goal of excise policy by a majority of the State Governments. Sub- 
sequently, prohibition came to be included in the directives of social 
policy set forth in the Constitution. In Article 47, the Constitu- 
tion directs that the States “shall endeavour to bring about prohi¬ 
bition of consumption except for medicinal purposes of intoxicating 
drinks and of drugs which are injurious to health”. 


7. We may now review the excise policy of various State Govern- 

Present nniicies in ments and the effect it has had on their 
<Ufferent P States revenues. The opium policy decided upon by 
international agreement is one that is regulated 
at the instance of the Government of India. Under the Resolution 
of the All-India Opium Conference, 1949, the consumption of opium, 
except for medicinal or scientific purposes is to be prohibited. This 
prohibition is to be achieved within a period of ten years by 
imposing a ten per cent, cut in consumption every year. The produc¬ 
tion of opium is a monopoly of the Government of India who in 
pursuance of this policy, regulate the allotments of the quota of 
opium to the States. After 1959, opium will not be spld except for 
medicinal and scientific purposes. As regards other intoxicants, the 
different States in India can be divided into the following three 
broad groups on the basis of their excise policy:— 

1. Complete Prohibition.— Bombay, Madras, Andhra and 
Saurashtra. 



134 


2. Partial Prohibition. —Uttar Pradesh, Madhya Pradesh, 
Mysore, Orissa, Travancore-Cochin and Coorg. 

Others: 

(a) States with some dry areas .—Assam and Punjab; 

(b) States observing a temperance policy. —Bihar, West 
Bengal and Madhya Bharat; 

(c) Other States. —Hyderabad, PEPSU, Rajasthan, Hima¬ 
chal Pradesh, Ajmer, Bhopal, Delhi and Vindhya 
Pradesh. 


8. Bombay .—In Bombay, in 1938 the Congress Ministry intro- 
duced the Prohibition and Dry Area schemes 
Prohibition States in certain se l ec ted parts of the Province. In the 

latter part of 1939 the Ministry resigned, and thereafter particu¬ 
larly because of the situation created by the High Court decision^ 
the Governor who assumed charge of the administration under 
Section 93 of the Government of India Act, thought it best not to 
pursue the prohibition policy further. In view of the modification 
of the policy and with the gradual emergence of inflationary 
conditions, during the War, the revenues of the State Government 
from excise began to mount up. Excise receipts which amounted to 
Rs. 2-8 crores in 1938-39, increased to Rs. 3-7 crores in 1942-43 and 
to Rs. 9 7 crores in 1946-47. In fact, in 1946-47 it was the largest 
single source of tax revenue, yielding about 34 per cent, of the total 
tax revenues. With the resumption of responsible Government in 
1946, a decision was taken by the Congress Ministry to bring about 
complete prohibition in the State by gradual stages within three 
years from 1st April 1947. Progressive reduction in consumption 
was ensured by— 

(i) closure of excise shops for 2 days in 1947-48, 3 days in 
1948-49 and 5 days in 1949-50, 


(ii) progressive reduction in the number of shops, and 

(iii) reduction in the strength of liquor in the case of country 
liquor. 


In this manner, complete prohibition was brought about in the State 
with effect from 6th April 1950. A separate law called the Bombay 
Prohibition Act, 1949, has been enacted for giving effect to this 
policy. Members of the armed forces, diplomatic representatives 
of foreign countries, visitors from foreign countries and temporary 
residents are granted foreign liquor permits subject to certain 
conditions. Permits for consumption of foreign liquor, opium, 
ganja, or bhang are also granted to the residents of the State on 
grounds of health, while the use of these intoxicants for medicinal 
purposes is permitted under a system of licences. The cost of 
enforcement is estimated at Rs. 86 lakhs (and is mostly due to addi¬ 
tional police) against expenditure amounting to Rs. 79 lakhs incurred 
on the maintenance of the Excise Department in 1946-47—the last 
pre-prohibition year. Prohibition has, however, not involved com¬ 
plete extinction of receipts from excise. As some restricted con¬ 
sumption is permitted, the Bombay Government realise about Rs. one 
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crore a year from the levy of a special sales tax on intoxicants and 
from excise duties and vend fees. 

Madras .—In Madras, prohibition was introduced in the middle 
of 1937-38 in one district and extended to one more district in 
1938-39. With the resignation of the Congress Ministry, not only 
was the policy of prohibition not implemented further but it was 
suspended, partly in 1944 and completely in 1945. With a responsible 
Ministry again assuming office, the policy of prohibition was reviv¬ 
ed in 1946-47 and extended. By 1948-49, prohibition was introduc¬ 
ed in all the districts of the State. During the War, excise receipts 
were much larger than receipts from land revenue. The receipts 
which in 1938-39 amounted to Rs. 3-8 crores, increased to Rs. 16 8 
crores in 1945-46 against Rs. 8 crores from land revenue during the 
same year. They have now dropped to about half a crore of rupees 
with the enforcement of complete prohibition. The receipts that 
are derived now are from excise duties, sales tax on foreign liquor 
at the rate of eight annas per rupee and vend fees on such produc¬ 
tion and sales as are permitted under certain restrictions. 

Andhra .—In Andhra, which was a part of Madras till recently, 
the same conditions prevail. A Committee was recently appointed 
to examine the working of prohibition in the State. This 
Committee has made several recommendations and suggested a 
revision of the prohibition policy. Though the State Government 
have not accepted the recommendations of the Committee, they have 
decided to permit the consumption of foreign liquor and also to 
permit the tapping, sale and consumption of neera under the super¬ 
vision and control of local panchayats or some other suitable 
agency. 

Saurashtra .—In the pre-integration days, there was complete pro¬ 
hibition, since 1923, in the leading State of Bhavnagar. Prohibition 
throughout Saurashtra was, however, introduced in 1950 when the 
Prohibition Act of Bombay was applied to the State and the manu¬ 
facture and consumption of country liquor were totally prohibited 
while intoxicants were permitted under strict regulations and under 
a permit system as in Bombay. Before the introduction of prohi¬ 
bition, Saurashtra realised Rs. 8-4 lakhs from excise duties. The low 
realisations from excise duties were mainly due to there being a 
smaller number of duties levied at nominal rates and to prohibition 
being in force in the area of the former State of Bhavnagar. The 
rates have since been increased and at present, Saurashtra realises 
about Rs. 6-2 lakhs of which'Rs. 5-0 lakhs are from duties on opium 
and hemp drugs. 

9. Since the resumption of office by responsible Ministries in 

Partial Prohibition S0I ? e States have gone in for a programme 

States pf partial prohibition. There is prohibition 

introduced in a few districts and a policy of 
restricting consumption of intoxicants is adopted in others. 

Uttar Pradesh.—In Uttar Pradesh, there is prohibition in eleven 
districts and the measures taken for restricting consumption in other 
districts are:— 

(1) closure of excise shops within a five-mile belt of dry 
districts, 
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(2) closure of cinema bars and reduction in the number of 
restaurant bars, 

(3) curtailment of hours of sale for all urban shops, 

(4) imposition of restrictions on the quota of country spirit 
for each district, and 

(5) increase in the rates of excise duties. 

The excise revenue in Uttar Pradesh was Es. 1-2 crores in 1938-39. 
It reached the peak figure in 1947-48 with receipts amounting to 
Rs. 6-7 crores. Thereafter, the revenue has been declining on account 
of the policy of partial prohibition adopted by the Government 
and in 1954-55 it is expected to be about Rs. 5 crores. 

In Madhya Pradesh, one-third of the area of the State has been 
declared ‘dry’. There is prohibition in six out of ten districts in 
Mysore, and in three out of thirteen districts in Orissa. In Travan- 
core-Cochin, thirteen talukas out of thirty-six are dry. In Coorg, 
the partial prohibition takes the form of reduction in the permis¬ 
sible consumption. Since 1949, the retail sale of arrack has been 
restricted to eight drams per head per month to those who are more 
than 21 years of age. 

10. In Assam, complete prohibition has been introduced since 

States with some dry 1953 > in the Barapeta sub-division. In other 
areas areas, attempts to restrict consumption of liquor 

are made by imposing restrictions on hours of 
sales, closure of shops on pay days to tea gardens, etc. In Punjab, 
prohibition has been introduced only in the district of Rohtak since 
1948. The experiment has not been extended to other areas because 
smuggling takes ,place on a large scale and the State Government are 
of the view that prohibition cannot be successful within a small 
area unless the adjoining areas fall in line and the finances of 
Government are strong enough to bear the loss. 

11. A policy of temperance is in force in Bihar, West Bengal 
Temperance State s and Madhya Bharat. 

Bihar. In Bihar, prohibition is recognised to be the aim of 
State policy. But the fear is expressed that it may not be success¬ 
ful unless there is a vigorous temperance propaganda everywhere, 
and that the immediate enforcement of prohibition may only 
involve a loss in revenue without achieving its object. Temperance 
propaganda has been started in Ranchi as an experimental measure. 
The receipts realised are about Rs. 4| crores but they show a 
declining tendency. This is attributed mainly to growing unem¬ 
ployment and a diminution in the purchasing power of the people. 
The duties on country spirit have been increased from time to time 
and are now reported to have reached their peak. Actually the 
revenue went down on account of these high rates which led to an 
increase in the consumption of illicit liquor. To meet the situation 
the Government had to reduce the rates in certain areas. 

West Bengal .—Bengal obtains a revenue of about Rs. 5 crores 
frorn excise duties. As compared to the receipts during the 
previous years, they show a declining tendency since 1952-53 This 
downward trend has been attributed to a fall in the purchasing 
power and to the growth of illicit distillation. The West Bengal 
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'Government follows the policy of maximum revenue with mini¬ 
mum of consumption, and for that purpose, has taken the following 
-steps:— 


(1) reduction in the number of excise licences for retail sale, 

(2) reduction of working hours of excise shops in industrial 
areas, 

(3) closure of liquor shops of Calcutta, and other industrial 
areas on Tuesdays, 

(4) upgrading of the rates of taxation on liquors and drugs, 
and 

(5) intensification of measures for the prevention of illicit 
distillation. 

In pursuance of this policy, the rates of duty on country spirit were 
increased in 1953 from Rs. 46 in 1946 to Rs. 53. On India-made 
foreign liquor the rate has been raised from Rs. 30 to Rs. 70 in 1952. 

Madhya Bharat .—In Madhya Bharat also, the State Government 
have adopted a policy of realising maximum of income from mini¬ 
mum of consumption and the following steps have been taken:— 

(i) stepping up prices; 

(ii) minimising the number of shops; 

(iii) prohibiting sale to persons below a certain age; and 

(iv) keeping shops closed on festival and certain other days 
throughout Madhya Bharat and also on pay days of labour¬ 
ers in the cities of Gwalior, Indore, Ujjain and Ratlam. 

12. In the remaining States, there is neither a policy of partial 
-Other States prohibition or even of temperance. They rely 

to a large extent on excise revenues and seem 
•opposed to any relinquishment of revenue from this source. The 
important among these are Hyderabad, PEPSU and Rajasthan and 
a brief review of the excise policy in each of these States is given 
below: — 

Hyderabad .—The Hyderabad Government gets nearly Rs. 8-8 
erores from the excise duties. Out of this, about Rs. 7-5 crores are 
realised from duties on country-fermented liquor. Excise revenue 
accounts for one-third of the total revenue of the State, and this is 
the largest source of income to the State. The Government have at 
present no policy under consideration which would involve relin¬ 
quishment of this revenue. 

PEPSU .—The PEPSU Government realise about Rs. 1-8 crores 
from excise duties. The State Government believe that they can 
ill-afford to forgo any part of this revenue, particularly, as by 1959, 
their revenue from the duty on opium will be completely lost. In 
regard to their excise administration and the rates of their duties, 
they follow the system prevailing in Punjab State. 

Rajasthan .—'The Rajasthan Government have no intention of in¬ 
troducing prohibition but pursue a policy of maximum revenue with 
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minimum consumption. The price of the country liquor has been, 
increased in 1952 and 1953 and it is reported that there is no scope 
for any further rise as this increase has already affected revenue 
by increasing illicit distillation. The State realises about Rs. 2\ 
crores from its excise duties. 

13. It is clear from the foregoing review that, at the moment, 

Future excise policy ther ?, I s j) ot in existence an all-India policy, or 
an all-India programme as such, for the achieve¬ 
ment of total prohibition. At one end are Bombay, Madras, Andhra 
and Saurashtra, all of which have already adopted a policy of prohi¬ 
bition, and at the other end are PEPSU, Rajasthan and Hyderabad 
(for example) which consider themselves not in a position to effect 
any immediate curtailment of their excise revenue. In between, 
are a number of other States which have adopted policies which 
approximate in varying degrees to prohibition or temperance. We 
have had long discussions among ourselves on the shape that excise 
policy should take in the future, and have been unable to arrive at 
unanimity in our views. 

14. Three of us are of the opinion that the constitutional direc¬ 
tive in regard to prohibition should be implemented as early as. 
practicable and that, for the purpose, an all-India time limit should 
be agreed upon within which all States—some, may be, earlier than 
others—will have completed the process of introduction of com¬ 
plete prohibition. They are aware, of course, that this would, to 
that extent, accelerate the loss of excise revenue already in pro¬ 
gress. In their view, however, the enforcement of prohibition leads 
to a general improvement in the standard of living of the poorer 
sections of the community addicted to drink and adds to their pur¬ 
chasing power. This process may secure increased yields from other 
sources of taxation. But this apart, they believe that in relation to 
so basically important a measure of social welfare as prohibition— 
one, moreover, which has been specifically enjoined by the Consti¬ 
tution—revenue considerations must take a subordinate place. 

15. According to them, while the aim of the official excise policy 
in India has, for the last 50 years, been one of reducing consumption) 
by the levy of high duties, the State Governments, as pointed out 
by the Madhya Pradesh Prohibition Enquiry Committee, have 
usually been steadily increasing excise duties “in pursuit of revenue- 
though professing to reduce consumption”. In the Andhra Prohi¬ 
bition Inquiry Committee’s Report, also, it has been observed that 
“the objective of minimum consumption was not helped but vitiat¬ 
ed by the objective of maximum revenue in which revenue was 
sought to be obtained from the poorest classes for being spent on- 
society in general”. In the opinion of these three members, it is. 
thus clear that the aim of reducing consumption has come to be 
ignored, and that though half a century has elapsed since the policy 
was first adumbrated, no tangible results in the direction of reducing 
consumption have flowed from the manner in which It has been 
in operation so far. 

16. They are hence of the opinion that the policy of maximising 
revenue and minimising consumption is self-contradictory, that it 
has not worked in practice, and that, equally, any programme for 
the rationing of liquor—particularly of toddy and country spirit 
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which form the bulk of the consumption—with a view to the even¬ 
tual abolition of its consumption, would be administratively 
unworkable. Appreciating the logic of this position, most of the 
States, in their view, have accepted prohibition as the goal of their 
excise policy. It is, however, mainly because of revenue considera¬ 
tions and partly because of administrative difficulties that they have 
been deterred from taking further steps in that direction. It is 
this twofold aspect of excise policy that has recently engaged the 
attention of the Government of India. The Planning Commission 
has already, we have been informed, undertaken a comprehensive 
enquiry with a view to seeing how the directive on this subject in 
the Constitution can be implemented effectively. The future course 
of action, in all States would, no doubt, be influenced largely by 
the findings of this inquiry, and the three members believe that it 
should provide the basis for a properly phased programme for the 
introduction of prohibition. 

While refraining from suggesting a specific period for this 
purpose, they would, however, as already stated, like to see adopted 
an all-India target date by which all such States as have not yet done 
so will have introduced total prohibition in their respective areas; 
at the same time, they would emphasize very strongly the 
importance of suitable and adequate preparatory work, both admin¬ 
istrative and by way of popular education, in order to ensure the 
success, in a real sense, of the policy of prohibition. 

17. The other three members of the Commission draw attention* 
to the fact that, while prohibition is undoubtedly among the more 
important directives of the Constitution, it is nevertheless only 
one of several such directives. For this reason, they hold that the 
pace of implementation of prohibition has to be considered, not in 
isolation, but as part of the wider question of assigning priorities- 
and formulating legislative and administrative programmes—with, 
due regard to the need to phase limited resources in men and. 
money—for the different objectives embodied in the Constitution.. 
They, moreover, emphasize that, with reference to individual States,, 
the pace itself will have to be conditioned by the administrative 
resources and effort that can be made available for the effective 
enforcement of prohibition. In their view, it is such enforcement,, 
that is to say, enforcement which successfully eliminates all 
consumption of intoxicants—and not merely the legal measure which 
prohibits the consumption of liquor or the administrative measure 
which withdraws the State’s own supply of liquor—which consti¬ 
tutes the essence of the particular directive policy laid down by 
the Constitution. These members, equally with the other half of 
the Commission, hold that the fiscal aspect itself, in the light of 
the avowed objective of policy, must undoubtedly be treated as- 
secondary; they only add the qualification that that does not mean 
that this aspect is devoid of a certain degree of significance which, 
in their present financial position, has to be taken into considera¬ 
tion by several States. They also point out that, for obvious rea¬ 
sons, the Commission has not felt called upon to examine, from the 
point of view of the administrative enforcement of- prohibition, 
the varying abilities and potentialities of different States. Since 
administratively, no less than fiscally, prohibition falls within the 
sphere of the States, and since the administrative resources of a 
particular State as well as its revenue resilience are two of the 
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•important considerations relevant to the assignment of priorities, it 
appears to the three members that the pace at which the objective 
underlying prohibition is to be approached by different States has 
to be left to be decided by individual States. In any case, the 
"Commission itself is not in possession of material which would enable 
it to recommend as practicable the adoption, either generally or 
specifically, of a target date for the introduction of prohibition on 
a countrywide basis. 

18. In view of this equal division of opinion among the 
members in regard to the future of excise policy in terms of the 
whole of India, the Commission is not in a position to make any 
.•recommendations on such policy. 



APPENDIX A 

SALES TAX SYSTEMS IN DIFFERENT STATES 

Part A States 

Assam 

Basis .—Assam introduced the sales tax in 1948. The tax is levied? 
at a single point at the last stage of sale on the lines of the Bengal 
Sales Tax Act. The annual turnover limit for liability to tax and- 
for registration is Rs. 7,500. Sales of goods between registered 
dealers for re-sale are not liable to tax. The tax is imposed on sales- 
by registered dealers to un-registered dealers or to consumers. 

Rates of tax. —The general rate of tax is six pies in the rupee. On 
certain luxury goods, the rate is the higher one of one anna per 
rupee. 

Exemptions .—The list of exemptions is wide and covers food- 
grains and other important articles entering the cost of living of the 
poorer classes (cheap cloth, kerosene, gur, etc.). Certain articles are 
exempted with a view to helping agricultural and cottage industries- 
(khadi, muga silk, bell-metal utensils, etc.). Certain school requisites- 
(slates, exercise books, etc.) are also exempted. In addition to these, 
the Act provides for exemption of sales of goods for use in the manu¬ 
facture or production of any goods, the sale of which is taxable 
under the Assam Act. Raw materials used in the manufacture of 
goods for sale outside the State are taxable. 

Administration. —The administration of Sales Tax is entrusted 
to the Taxation Department which also administers the profession 
tax, the tax on sales of motor spirit, and the entertainment tax. The 
Commissioner of Taxes is the head of this Department and is assist¬ 
ed by two Assistant Commissioners and a number of assessing 
officers who are known as Superintendents of Taxes. One of the two* 
Assistant Commissioners, hears appeals against the assessment made 
by the Superintendents of Taxes and, in addition, carries on inspect¬ 
ing duties. The other, who is a part-time officer, is engaged only 
on inspection and supervision duties. The Act provides for the con¬ 
stitution of a Board of Sales Tax and for references to the High Court 
on points of law. 

Revenue .—The receipts from the sales tax are as follows: — 

(In lakhs of Rupees)* 


1950- 51 55 

1951- 52 77 

1952- 53 83 

1953- 54 (Revised) 96 

1954- 55 (Budget) 72 


The arrears of collection have been increasing from year to year. 
At the end of 1950-51, they were Rs. 26 lakhs while at the end of 
1952-53 they increased to Rs, 120 lakhs. 

History and Development of the tax.—' The present general sales* 
tax was introduced in 1948. Before that, in 1939, Assam had enacted: 
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A measure for the levy of a selective sales tax on certain special 
items like motor vehicles, radios and wireless sets. The Act was, 
•however, not enforced as there was at the time no similar legislation 
in the neighbouring areas and there was a possibility of large scale 
■diversion of trade in these articles. The present Act of 1948 follows 
the Bengal Act with certain modifications. The minimum taxable 
quantum for liability to tax was Rs. 10,000 till 1950 when it was 
reduced to Rs. 7,500. While the general rate of tax at six pies in the 
rupee has remained unchanged, the special rate on luxury articles 
'has been increased from nine pies to one anna per rupee since 1949. 
The large list of exemptions under the original Act has been reduced 
and amended to suit revenue needs. The Constitutional restrictions 
are reported to have resulted in a financial loss of Rs. 25 lakhs per 
year on the cessation of the tax on goods exported outside the State, 
and Rs. 7 lakhs per year on account of direct purchases from 
outside the State by consumers. The purchases of raw materials and 
■other goods by manufacturers and processors which were not taxed 
previously if they were intended for producing goods for resale 
generally, are now exempted only if such finished goods are sold and 
taxable within the State and not otherwise. The State has also 
Introduced a carrier tax on the transport of tea and jute with a view 

making up the loss in revenue from the Constitutional restrictions 
•on the levy of sales tax. The State has under consideration the 
imposition of a higher rate than one anna on certain luxury 
-articles. 

Bihar 

Basis .—Sales tax was introduced in Bihar in October 1944, on 
ihe lines of the single-point tax levied in Bengal. The tax is thus 
Imposed when the goods are sold by a registered dealer to an un¬ 
registered dealer or consumer. Registration is compulsory when the 
aurnual turnover of a dealer exceeds Rs. 15,000. As in Bengal the 
W for voluntar y registration for dealers below this limit, 

to 1951 Bihar imposed sales tax on non-resident dealers who delivered 
tgoods for consumption in Bihar. 

,__^ ates of tax .—'The general rate of tax is six pies in the rupee. 
While certain luxury goods like motor vehicles, radios, etc. are taxed 
at nine pies in the rupee, certain essential articles like foodgrains, 
•mustard oil, cotton clotn, fertilisers, etc. are taxed at three pies per 

rupee. 

Exemptions .—The list of exemptions covers commodities like 
salt, mdk, fish, agricultural implements, cotton and khadi. Certain 
■conditional exemptions. are given to local authorities (for drugs and 
medicines) and educational institutions (for meals served by their 
•canteens). No exemption is provided for sales of raw materials to 
manufacturers and processors except in the case of sales of a few 
•articles like cereals, pulses, mustard oil and handloom cloth, made 
■for purposes of milling or processing. 

Administration .—The administration is entrusted to the Com¬ 
mercial Taxes Department. The Commissioner of Commercial Taxes 
who is the head of the Department, is assisted by Deputy Commis- 
•nr? 116 * 8 ’ Assistant Commissioners and a number of assessing officers. 
The Assistant Commissioners and the Deputy Commissioners are the 
airst appellate authorities while the Deputy Commissioner is the first 
revisional authority. The final revisional authority is the Board of 
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He venue. References to the High Court are allowed only in respect 
•of points of law arising out of the Board’s decision. 

Revenue .—The receipts from the sales tax are as follows: — 

(In lakhs of Rupees) 


1950- 51 ... 4,40 

1951- 52 ... 4,22 

1952- 53 ... 3,71 

1953- 54 (Revised) ... 3,72 

1954- 55 (Budget) ... 2,72 


The large decrease in the current year is reported as being due 
to the full impact of the Constitutional restrictions. The position 
regarding assessment and collection of tax is reported to be satis¬ 
factory. 

History and main features of the sales tax .—The original provisions 
of the Bihar Sales Tax Act have undergone many changes. When 
the tax was originally levied in 1944 the annual limit of turnover 
for tax liability was Rs. 5,000 and the general rate of tax, three 
pies in the rupee. In 1947, the turnover limit was increased to 
Rs. 10,000. In that year a tax was for the first time imposed on the 
sales of goods despatched outside Bihar. Early in 1948, tax at a 
special rate of six pies in the rupee was levied on certain 
luxury goods like motor vehicles, cheroots, ivory articles, 
furniture and tobacco. Later, when the general rate of tax 
was increased to six pies and the special rate on luxury 
articles to nine pies in the rupee, the rate of tax on certain 
articles like mustard oil, cotton cloth, coal and coke was continued 
at the old rate of three pies in the rupee. Similarly, the rate of tax 
on sales of goods despatched outside Bihar was kept at the old level 
of three pies per rupee. During this period, the scope of certain defi¬ 
nitions in the Sales Tax Act was also enlarged. For instance, the 
definition of the term ‘dealer’ which formerly applied to persons 
doing regular trade, was enlarged to cover even casual dealers 
including agriculturists. Similarly, the definition of the term ‘sale’ 
was considerably widened and all sales of goods produced or 
manufactured in Bihar were made liable to the tax of that State. 
The list of exemptions was curtailed and foodgrains which had been 
formerly exempted, were subjected to a lower rate of tax of three 
pies in the rupee. The Constitutional restrictions on the levy of 
sales tax on exports are reported to have involved the State a loss 
of about Rs. 2-5 crores. To offset this loss, the State Government 
has, since 1951, made the non-resident dealers liable to tax for the 
goods delivered by them for consumption in Bihar, withdrawn the 
exemptions previously granted to raw materials and ether goods 
used by the manufacturing and processing industries, and has also 
enlarged the list of luxury goods which are subject to a higher tax 
of nine pies in the rupee. 


Bombay 

Basis. Sales tax was first introduced in Bombay on the 1st 
October 1946. At present the tax is levied on what is described as a 
two-point basis. Under this system, the tax is imposed at the first 
stage of sale and also at the last stage of sale. Certain classes of 
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goods are, however, taxed only at the first stage and certain others- 
only at the last stage of sale. A purchase tax is levied, under certain, 
circumstances, on the purchases of goods from persons who are not 
registered dealers. The liability to tax and to register arises when 
the annual turnover exceeds the prescribed minimum limits. These 
are: Rs. 10,000 for importers and manufacturers and Rs. 25,000 for 
other dealers. 


Rates of tax .—The rate of the first-point tax, termed the ‘sales 
tax’ as distinguished from the ‘general sales tax’, is generally 
three pies in the rupee; higher rates varying from six pies 
to fifteen pies being levied on a large number of luxury 
articles like cycles, cloth (other than coarse and medium cloth), 
jewellery, motor vehicles, binoculars, cigars, radios, cameras, etc. 
The last-point tax, known as the ‘general sales tax’ is generally 
levied at six pies in the rupee though for a few articles lower rates 
are prescribed, e.g., raw cotton (one per cent.), oilseeds, hides and 
skins, and yarn made of silk, wool or staple fibre (three pies per 
rupee), and bullion (£ per cent.). The purchase tax is recovered at 
rates equal to the rates of ‘sales tax’ on all purchases by a registered 
dealer from a person who is not registered, unless such goods are 
sold by the dealer after purchase. A purchase tax is also levied on 
an unregistered person at rates equal to the sales tax and the 
general sales tax on his purchases of motor vehicles and chassis 
of motor vehicles, from outside the State. 

Exemptions. Complete exemption is granted in respect of a 
number of articles. These include essential articles like foodgrains, 
i 1 u U j’- ™ eat ; .9 ur ' kerosene, and salt; articles of cottage industry like 
khadi, handloom cloth costing not more than two rupees per yard 
and ghani oil when sold by owners of ghanis; school requisites like 
text-books, slate and slate pencils, exercise books, etc.; and other 
a ?y lc ,, ^ , c °tt°n yarn, fertilisers, agricultural implements, and 

cnarkha and other implements. Partial exemptions, i.e., exemptions 
from sales tax or the first-point tax are granted to many articles, 
for example, important raw materials like cotton, oilseeds silk and 
woollen yarn and hides and skins; and such of the goods included 
m the Essential Goods Act as are not exempt, like coarse and medium 
cloth, iron and steel, dried fruits, petroleum products, etc are 
exempted from the first-point tax and charged only to the last-point 
tax. Similarly, sales of goods to manufacturers and processors for the 
purpose of producing goods for resale are exempt from the last-point 
ax (except in the case of those raw materials on which a low rate 
of tax is levied only at the last point of sale). 

Administration .—The Collector of Sales Tax is the Head of the 
bales Tax Department and is assisted by a number of Assistant 
Collectors and Sales Tax Officers. The Sales Tax Officers are the 
assessing authorities and appeals against their orders lie to the Appel- 
late Assistant Collector. The first revision lies to the Collector of 
bales fax while the final revision lies to the Sales Tax Tribunal which 
is a semi-judicial authority consisting of persons experienced in law, 
business and accountancy and not connected in any way with the 

+if Ie li-u X ^ De ^ artment ' Prov ision has been made for reference to 
the High Court on any point of law arising out of the orders of the 
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The figures of receipts for the past four years and for the current 
year are as follows: — 

(In lakhs of Rupees) 


1950-51 


14,58 

1951-52 


11,88 

1952-53 


10,69 

1953-54 

(Revised) 

15,14 

1954-55 

(Budget) 

15.67 


There were large arrears of assessments which have now been 
much reduced. The arrears of collections amounted to nearly 
Rs. 2 crores at the end of 1953-54 and efforts are being made to 
expedite their recovery. 

History and main features of sales tax .—In 1946, when the sales 
tax was first introduced in the State, it was on a single-point basis 
on the lines of the Bengal system. The registration limit was 
Rs. 30,000 for all dealers. On the recommendation of a Committee, 
which examined the provisions of the Sales Tax Act, the registra¬ 
tion limit was reduced to Rs. 10,000 in the case of importers and 
manufacturers. Voluntary registration was also provided for dealers 
wishing to register even though their turnover did not attract the 
tax liability. The rate of tax was six pies per rupee. The exemp¬ 
tions covered a wide range of articles and included necessities of life, 
products of cottage industries, school requisites and important raw 
materials. Sales of raw materials and other goods to registered 
manufacturers and processors for producing goods for resale and 
sales of goods despatched outside the State were also exempted. 
Later, with a view to getting additional revenue for developmental 
schemes, a higher rate of tax at one anna per rupee was levied on 
certain luxury articles like motor vehicles, radios, cameras, gramo¬ 
phones, etc. In 1949, the list of luxury articles was enlarged, and, 
for the first time, a tax was imposed on sales of goods despatched 
outside the State, at half the rates leviable on sales within the State 
With the coming into operation of the Constitutional restrictions 
me Bombay State is reported to have lost about Rs. four crores a year 
To make up this loss and also to get additional revenue for the Five 
Year Plan, the State Government changed the basis of the sales tax 
to a multi-point one, in 1952; and the tax was levied at the rate of 
three pies in the rupee, the luxury articles being continued to be 
taxed at higher rates. The higher rates were levied at the first 
point of sale, in addition to the general multi-point tax. The list 
of exemptions was retained more or less as before, though the 
exemption of sales of raw materials and other goods for manufac¬ 
turing and processing purposes was withdrawn. In the case of a 
few industries where the processes were too many and the incidence 
of multi-point tax proved burdensome, relief was given under the 
rules. Similarly, for important raw materials, the rate of tax was 
lowered and the tax was levied at only one point of sale. Such of 
the essential goods’ as were not exempt or liable to tax at a lower 
rate were taxed at the rate of three pies per rupee at the first stage 
and three pies per rupee at the last stage, no tax being levied on 
the intermediary sales. This was done with a view to maintaining 
the incidence of tax on these articles at the same level at which 
they were taxed before the Central Act regarding essential goods 
was enacted. A purchase tax was for the first time introduced on the 
318 M. of F.—10 



purchases of specified goods by unregistered persons from outside 
the State. The goods specified for this purpose were motor vehicles 
and chassis of motor vehicles. The Bombay Sales Tax Act, 
1952, was, however, challenged in the High Court which held it 
ultra vires. An Ordinance, setting right the technical defects and 
incorporating the provisions of the Act, was immediately issued in 
order to continue the levy of sales tax; and an appeal was also pre¬ 
ferred to the Supreme Court against the decision of the High Court. 
The Supreme Court held the Act to be valid. But in the light of 
various considerations, including the representations of trade and 
industry regarding the hardships to them under the multi-point 
system, the State Government changed the basis of sales tax to the 
present two-point system. There is a Sales Tax Advisory Committee 
in this State. It consists of the representatives of different trade 
interests and advises the State Government on sales tax matters 
which are of general interest to the trade. 

Madhya Pradesh 

Basis .—-Madhya Pradesh introduced sales tax in 1947 on a single¬ 
point basis, the taxable point being determined by a system of 
registration as in other States. The minimum limi t, of annual turn¬ 
over for tax liability and consequently registration, is Rs. 5,000 for 
importers, Rs. 10,000 for manufacturers and Rs. 25,000 for other 
dealers. Dealers who are not liable to tax but are anxious to get 
the benefits of registration, are given the facility of voluntary- 
registration. Non-resident dealers selling goods for consumption in 
Madhya Pradesh are deemed to be importers and have to register 
themselves within two months of their turnover of such sales ex¬ 
ceeding Rs. 5,000. A purchase tax is levied on purchasers (other 
than registered dealers) of motor vehicles and motor cycles from 
outside the State, with a view to check the avoidance of tax on high 
priced articles. 

Rates of tax .—The general rate of tax is six pies in the rupee. On 
bullion, oilseeds and vegetable oils (other than hydrogenated oils) 
a lower tax at the rate of three pies per rupee is levied. On a large 
number of luxury goods like motor vehicles, cigars and cigarettes, 
jewellery, cosmetics, silk cloth, the tax is levied at the higher rate 
of one anna per rupee. 

Exemptions .—Articles exempted from sales tax include essential 
articles like cereals and pulses, flour, gur, salt, milk, cheap dhoties 
and sarees, firewood, etc. A large variety of school requirements 
,(e.g., text books, writing slates, etc.) has also been exempted. Sales 
of certain types, e.g., by canteen shops to defence personnel, sales 
of books to institutions like school or college libraries and sales of 
drugs to charitable hospitals and dispensaries are exempted from 
tax. Sales of goods between registerd dealers for re-sale are exempt, 
but sales of raw materials and other goods for manufacture or 
processing of goods for resale are exempted only when the manu¬ 
factured or processed goods are sold and taxable within the 
State. In other words, raw materials used in the manufacture of 
goods despatched outside the State are liable to tax. As a special 
concession, no tax is being levied, for the present, on cotton when 
sold to a registered manufacturer even if the products therefrom 
are despatched outside the State. 
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Administration. —The Sales Tax Department is under a Commis¬ 
sioner of Sales Tax. The Commissioner is assisted by a Deputy 
Commissioner, Assistant Commissioners and a number of Sales Tax 
■Officers and Assistant Sales Tax Officers. The Assistant Sales Tax 
Officers, Sales Tax Officers and the Assistant Commissioners 
are the assessing authorities. The assessment jurisdiction of each 
differs according to the turnover limits of the dealers. Appeals 
against the assessment orders of the Assistant Sales Tax Officers 
and Sales Tax Officers lie to the Assistant Commissioner, while 
appeals against the assessment orders of the Assistant Commissioner 
lie to the Deputy Commissioner, who is also a revisional authority 
in respect of the appellate decisions of the Assistant Commissioner. 
The Commissioner is the next revisional authority while the Boar<f 
of Revenue is the final revisional tribunal. References to the High 
Court can be made only on points of law arising out of the final 
revisional orders. 

Revenue .—The receipts from the sales tax are as follows: — 

(In lakhs of Rupees) 


1950-51 


2,35 

1951-52 


2,32 

1952-53 


2,14 

1953-54 

(Revised) 

1,95 

1954-55 

(Budget) 

1,95 


The arrears of collections have been increasing and by the end 
-of 1952-53, amounted to Rs. 14 lakhs. Most of these are reported to 
be due from evacuees, who have left no properties. 

History and important features of the tax —When the tax was 
originally levied, the rate was six pies in the rupee. Later, on 
certain luxury articles a higher rate of twelve pies in the rupee was 
imposed. The Act has now been modified to permit a lower rate of 
tax being levied on certain articles like bullion, oilseeds and edible 
cils. The registration limit has similarly been changed, in the case 
of importers, from Rs. 2,500 to Rs. 5,000 a year. Before the Constitu¬ 
tional restrictions on the levy of sales tax on exports became 
■operative, the Madhya Pradesh Government was able to recover 
some receipts from the tax on some of the exports. Under the 
Madhya Pradesh Sales Tax, the definition of ‘sale’ included sales of 
all goods which were in the State at the time the contract of sale 
was made, irrespective of the place where the contract of sale took 
place. The Constitutional restrictions have therefore involved the 
State in a loss of revenue estimated at Rs. 80 lakhs a year. To offset 
this loss to some extent, the Sales Tax Act has been “recently modi¬ 
fied to restrict the exemption of sales of raw materials and other 
goods to only those in respect of materials used in the production of 
goods for resale within the State itself. 

Madras and Andhra 

Basis. —The sales tax was introduced in Madras in 1939. It is 
levied at every stage of shle and dealers having an annual turnover 



148 


exceeding Rs. 10,000 are all liable to tax. Every dealer having an 
annual turnover exceeding Rs. 7,500 is required to register. The 
registration is mainly for purposes of enabling the Government to 
have control and supervision over the business activities of the dealer. 

Rates of tax .—The rate of tax is three pies in the rupee. Certain 
articles like motor vehicles, refrigerators, radios, clocks, electrical 
instruments, precious stones are made subject to an additional tax 
at rates ranging from three pies to six pies in the rupee, at such 
single-point of sale as may be prescribed. Recently, an additional 
tax at the rate of fifteen pies in the rupee has been levied on fine 
and superfine cloth. Usually this additional tax is collected at the 
first stage of sale. Food and drinks sold in hotels and restaurants- 
having an annual turnover of more than Rs. 20,000 are taxed at four 
and a half pies in the rupee. Sales of bullion, cotton, cotton yam 
(other than handspun yarn) and handloom cloth (woven wholly 
or partly from mill yarn) are taxed only at a single point at much, 
lower rates; \ per cent, for bullion and i per cent, for cotton, cotton 
yarn and handloom cloth. In the case of untanned hides and skins, 
though the tax is at the normal rate, it is levied at only one stage and 
on their purchase value. 

In a few other cases like cotton bought by a spinning mill or an 
exporter, groundnut and cashew, the tax is levied on the purchase 
value. The Act, however, provides that in respect of the same 
transaction of sale, either the buyer or the seller, but not both, should 
be taxed. 

Exemptions —There are very few exemptions under the Madras 
Sales Tax Act. These are salt and handloom cloth woven from 
handspun yarn sold by dealers exclusively dealing in such cloth, 
and certain sales by specified classes of dealers like sales of ghani 
pressed oil by co-operative societies of ghani oil producers, sales of 
milk by co-operative milk supplying societies, etc. Sales by a person 
of agricultural or horticultural produce grown by himself or grown 
on any land in which he has interest as owner, mortgagee or tenant 
are exempt from tax. Persons who buy or sell on behalf of unknown 
principals are granted licences on payment of prescribed fees and 
are exempted from sales tax if their transactions fulfil the terms and 
conditions of the licence. 

Administration .—The administration of the general sales tax is 
entrusted to the Commercial Taxes Department which also adminis¬ 
ters certain other taxes. The head of the Department is the Commis¬ 
sioner of Commercial Taxes who is also ex-officio member of the Board 
of Revenue. He is assisted by Deputy Commissioners, Commercial 
Tax Officers, Deputy Commercial Tax Officers. The Deputy Commis¬ 
sioner is the principal administrative officer of a division and is also 
the revisional authority. Likewise, the Commercial Tax Officer is the 
principal administrative officer for the district and exercises 
appellate powers over the assessment made by Deputy Commercial 
Tax Officers and Assistant Commercial Tax “Officers ” who are the 
assessing authorities. The second appeal from the Commercial Tax 
Officer lies to the Sales Tax Appellate Tribunal. The Appellate 
Tribunal and the Board of Revenue also enjoy revisional powers. 
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Revenue. —The receipts from the sales tax in Madras and in 
Andhra are as follows: — 


1950- 51* 

1951- 52* 

1 Q'W-.a'}* 

1953- 54* (Budget) 

1954- 55 (Budget) 

*For the composite Madras State. 


(In lakhs of Rupees) 
15,86 
15,59 
13,23 

14,oa 

Madras 950, Andhra 315. 


The arrears of collection have risen in recent years. At the end 
of 1952-53, the arrears were Rs. 296 lakhs. 


History and special features of the tax— When the tax was first 
levied in 1939, the tax rate was one per cent, with lower rates on slab 
basis on turnovers upto Rs. 20,000. In 1940, the rate was reduced 
to i per cent, but in 1943 it was again raised to one per cent. The 
present rate of three pies in the rupee came into effect from 1st 
January 1948 when the slabs rates were also abolished. The addi¬ 
tional tax at higher rates on certain luxury goods were also introduced 
from that date. The rate of tax on bullion which was taxed at a 
single point was reduced from 1 per cent, to £ per cent, and untanned 
hides and skins were made liable to three pies per rupee at a single 
point on the purchase value as in the case of groundnut and cashew 
to avoid trouble to the small dealers. Later, as a revenue measure, 
certain exemptions (e.g., cotton) were withdrawn and lower rates 
were prescribed for them. Since 1951, the tax on handloom cloth 
has been reduced to one and a half pies in the rupee. To give further 
encouragement to the handloom industry, the State Government 
proposes to levy an additional tax of fifteen pies in the rupee on all 
mill cloth (except the coarse varieties). The Bill imposing this tax 
on fine and superfine cloth has already been adopted, while a similar 
Bill for imposing the tax on medium cloth has not yet been 
enacted. 


Orissa 

Basis.— Orissa introduced the sales tax in 1947. It is levied at a 
single point at the last stage of sale. In other words, the tax is imposed 
only at the stage when a commodity is sold by a registered dealer 
to an unregistered dealer or a consumer. Sales of goods between 
registered dealers for resale are exempt. Goods sold to a manufac¬ 
turer for use in the manufacturing of articles, or to a processor for 
the processing of goods for resale, are however taxable, as in Bihar. 
The turnover limit for tax liability and for registration is Rs. 10,000 
a year. 

Rates of tax .—The general rate of tax is nine pies in the rupee. 
'On sales of matches and cotton yarn, a lower tax of three pies is 
charged, while sales of meat, fish, handloom cloth costing more 
than ten rupees per piece, are taxed at six pies per rupee. A large 
number of goods like motor vehicles, cycles, jewellery, ivory articles, 
photographic materials, carpets, fountain pens, etc. are taxed at the 
higher rate of one anna per rupee. 

Exemptions.— The present list of exempted articles is smaller 
than the original one; and covers articles like foodgrains and other 
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essential articles, text books, bullion, khadi and hand-spinning, 
implements, and certain edible oils. 


Administration .—Sales tax is administered by the Commercial’ 
Taxes Department which also administers the Agricultural Income- 
tax. The Collector of Commercial Taxes who is the Head of the 
Department, is assisted by Assistant Collectors and a number of, 
assessing officers who are called Commercial Tax Officers and 
Assistant Commercial Tax Officers. The Assistant Collectors of 
Commercial Taxes hear appeals against the orders of the assessing 
authorities. The first revision against the appellate orders lies to 
the Collector of Commercial Taxes, and the second revision to the 
Board of Revenue. Reference to the High Court is permissible only 
on points of law arising out of the revisional orders. 

Revenue .—The receipts realised by the State of Orissa from its. 
sales tax during the past four years and anticipated during the 
current year are as follows: — 


(In lakhs of Rupees! 


1950- 51 ... 89 

1951- 52 X. Ill' 

1952- 53 ... 1,12 

1953- 54 (Revised) ... 110 

1954- 55 (Budget) ... 1,30 


The arrears of sales tax rose from Rs. 11 lakhs in 1951 to Rs. 51 
lakhs in 1953. The State Government have now enlarged its staff 
and re-organised the Department with a view to improving the 
collections. 

History and special features of the tax.—Under the original Act,, 
a dealer was liable to tax and to register, when his annual turnover 
exceeded Rs. 5,000 and the rate of tax was three pies in the rupee till 
1949, though the Act permitted a levy upto six pies per rupee. Sales 
of goods between registered dealers for resale and of raw materials and 
other goods to manufacturers and processors for producing goods for 
resale were exempt, but sales of goods despatched outside Orissa 
were liable to tax. In 1949, the rate was increased to six pies in the 
rupee. Several changes were made in December, 1950. The mini¬ 
mum turnover limit for registration was increased to Rs. 10,000 and 
power was taken to increase the tax to a maximum of one anna per 
rupee. Since 1951, the general rate has been raised to nine pies and 
a higher tax of one anna has been levied on a large number of luxury 
articles, mainly with a view to make up the loss in receipts due to 
the Constitutional restrictions on the levy of exports. For the same 
reasons, the exemption of sales of raw materials and other goods to 
manufacturers and processors for producing goods for resale was with¬ 
drawn in 1951. 


Punjab 


Basis.—Sales tax in the Punjab is on a single point basis. Na 
tax is levied on transactions between registered dealers, the tax being 
recovered only when a registered dealer sells goods to an unregister¬ 
ed dealer or a consumer. Sales of goods to registered dealers for 
resale and of raw materials and others good to registered manufac¬ 
turers and processors for producing goods for resale are exempted- 
The minimum limits of annual turnover for tax liability and for 
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registration, are Rs. 1/0,000 for manufacturers and producers and 
Rs. 50,000 for all other dealers except importers who are all liable to 
tax and to registration irrespective of their annual turnover. A 
dealer who deals exclusively in exempted goods is not required to 
register himself. Voluntary registration is provided for dealers who 
desire to get themselves registered even though their turnover is 
below the minimum prescribed for tax liability. 

Rates of ta%. —The general rate of tax is six pies in the rupee. 
There are no special rates either for luxury goods or for essential 
goods. However, in order to discourage the practice of direct pur¬ 
chases by unregistered persons from outside the State of motor 
vehicles and tractors with a view to avoiding the sales tax, these 
commodities are taxed on the basis of lump amounts: Rs. 200 for 
motor vehicles and Rs. 100 for tractors. 

Exemptions. —The exemption list covers a large variety of good:? 
and includes most necessaries of life, e.g., foodgrains, flour, milk-, 
kerosene, matches, etc. Sales by agriculturists of their own pro¬ 
duce, products of important village industries like khadi, ghani oil, 
hand-made utensils, country-made shoes, etc., school requisites like 
books, slates, slate pencils, etc. and other articles like fertilisers, 
bullion, cotton, etc. are also exempted. Further, the sales by local 
authorities, Indian Red Cross Society and Kashmir Emporium are 
exempt from tax. 

Administration .—The Excise and Taxation Commissioner is the 
Head of the Department. He is assisted by Deputy Commissioners, 
Taxation Officers and Assistant Taxation Officers. The assessment 
work is done by Taxation Officers while the Deputy Commissioner 
is the appellate authority, for the Division concerned. The first 
revision against orders on appeal lies to the Commissioner. The 
second and final revision lies to the Financial Commissioner who 
corresponds to the Board of Revenue in some States. A reference 
to the High Court is allowed on only question of law arising out of 
the revisional orders. 

Revenue. —The receipts are as follows: — 

(In lakhs of Rupees) 

1950- 51 ... 1,78 

1951- 52 1 6T 

1952- 53 ... 1,72 

1953- 54 (Revised) ... 1,89 

1954- 55 (Budget) ... 2,15 

The improvement in receipts is attributed to the improvement in 
the administrative machinery and the prevention of evasion. 

History and main features of the tax.— When the sales tax was 
first imposed in the Punjab in 1941, it was on a multi-point basis 
and was modelled on the Madras system. The general rate of tax 
was only \ per cent. Commission agents and exporters were 
exempted on payment of licence fees. There were more exemptions 
than m Madras and the revenue realised was small. The multi¬ 
point system was however replaced by a single-point tax in 1949. 
The present system follows more or less the Bengal system of sales 
tax. When the new Act was introduced in 1949, the limits of 
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turnovers for registration were Rs. 5,000 for importers, Rs. 10,000 
for manufacturers and producers and Rs. 20,000 for other dealers. 
Subsequently, the limit for other dealers was changed to Rs. 30,000 
and in 1952, it was again changed to Rs. 50,000. The minimum limit 
of Rs. 5,000 for importers was withdrawn in 1952 in view of the large 
scale attempts by smaller dealers to import directly from outside 
the State and escape the tax. Since then, every importer irrespective 
of his turnover is made liable to tax. Similarly, lump amounts of 
tax (which work out to less than the general rate of tax of six pies 
per rupee) have been recently prescribed for motor vehicles and 
tractors. 


Uttar Pradesh 

Basis .—Sales tax is being levied in Uttar Pradesh since 1948. The 
basis of the tax is multi-point as in Madras, though there are a large 
number of articles on the sales of which the tax is recovered at only 
one point. Except in the case of sales of country-made spirit, opium, 
bhang and .ganja where the single-point tax is recovered at the 
retail stage, in the case of other articles, the tax is recovered at the 
first stage of sale (i.e., on the sales by importers and manufacturers). 
The commodities on which a single-point tax is levied include edible 
and non-edible oils, biris, cigars and cigarettes, cement, chemicals, 
mill cloth, cosmetics, sugar, motor vehicles, radios, etc. Further, 
certain fees on a prescribed scale (instead of the usual rates of tax) 
are levied on the sales of certain commodities like bones, bullion, 
cooked food, medicinal preparations, cotton, hides and skins and 
industrial lubricants. The minimum turnover limit for liability to 
tax and to registration, is Rs. 15,000. 

Rates of tax .—The general rate of the multi-point tax is three 
pies in the rupee. The rates of tax on articles liable to a single¬ 
point tax vary from three pies to nine pies according to commo¬ 
dities. Except sales of country spirit, edible and non-edible oils, and 
tanned leather which are taxed at the rate of three pies per rupee, 
and sales of, cigars, cigarettes and pipe tobacco on which the higher 
tax of nine pies is levied, all articles which are subject to a single¬ 
point levy are taxed at a rate of six pies in the rupee. 

Exemptions .—Exemptions include essential articles (like food- 
grains, flour, meat and fish, ghee, gur, kerosene and salt); products of 
cottage industries (like handloom cloth, ghani oil, woollen carpets, 
blankets and rugs made on handlooms, etc.), school requisites (like 
books and mathematical instruments, exercise books); and other 
articles (like fertilisers, agricultural implements, etc.). 

Administration .—The Sales Tax Department is under a Com¬ 
missioner of Sales Tax who is assisted by a Deputy Commissioner, 
Assistant Commissioners and Sales Tax Officers, and Assistant Sales 
Tax Officers. The appellate and revisional authorities are known as 
Judges (Appeals) and Judge (Revisions), who are subject to the 

S ' irisdiction of the High Court and are completely independent of the 
epartment. The Judge (Revisions) has his headquarters at 
Lucknow and has jurisdiction throughout the State. There are 
four Judges to hear appeals and their headquarters are located at 
the divisional headquarters. References to the High Court are 
provided for on question of law arising out of orders passed by the 
revisional authority. 
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Revenue .—The receipts realised by the Uttar Pradesh Govern¬ 
ment from its sales tax during the past four years and anticipated 
during the current year are as follows: — 


(In lakhs of Rupees) 


1950- 51 ... 4,93 

1951- 52 ... 4,81 

1952- 53 ... 4,46 

1953- 54 (Revised) ... 5,05 

1954- 55 (Budget) ... 5,26 


Collection of tax from certain classes of dealers was found difficult 
and arrears were increasing each year. Recently, powers have been 
taken to impose penalties for non-payment of tax on the due dates 
and it is expected that the collections will improve as a result. 


History and, main features of the tax .—Originally when the tax 
was imposed in 1948, it was recovered on a multi-point basis in 
respect of all sales. Later, it was considered that this method was 
unsuitable for certain types of commodities and a system of single¬ 
point levy of tax on these was introduced. On similar consider¬ 
ations, the sales of certain articles like bullion, cooked food, etc were 
made liable to lump fees in lieu of tax. Transactions in the forward 
markets were also made liable to tax at low rates varying from three 
annas to twelve annas per unit of transaction. The Allahabad High 
Court declared this levy on forward transactions to be unconstitu- 
tional. The State Government have preferred an appeal against this 
decision to the Supreme Court. 

West Bengal 

Basis. Bengal was the first State in India to levy a single-point 
sales tax at the last stage of sales. The tax was imposed in 1941 
Ihe single point of sale for the purposes of the tax is determined by 
a system of registration. All dealers whose annual turnovers exceed 
the prescribed minimum limits are liable to tax and have to get 
themselves registered. The prescribed limits are Rs 10 000 for 
importers and manufacturers and Rs. 50,000 for others. The tax is 
levied on sales by registered dealers to unregistered dealers or to 
consumers. To avoid the cumulative effect of taxation when an 
unregistered dealer intervenes in a chain of sales between registered 
dealers, a dealer has been given an option to register himself even 
though his turnover is less than Rs. 50,000. Recently, in order to 
check the large scale evasion of tax in the case of cigarettes, an 
amendment has been made to the original Act, to provide for the 
imposition of the tax on cigarettes at the first stage of sale, instead 

/Vr QT tno lnei+ 7 


Rates of tax.—The rate of tax is nine pies in the rupee on the 
sa!es of all goods except cigarettes where .the tax is recovered at 
the first stage of sale at the rate of three per cent. There are no 
special or higher rates of tax. 


Exemptions. —The specific exemptions cover a wide range of 
commodities: important raw materials (cotton), essential Articles 
(fMdgr^ sdt, kerosene, gur, etc.), articles of cottage industries 
(khadi), and other articles (text books, quinine, agricultural imple- 
merits, etc.). In addition, the Act provides for exemption in respect 
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of sales of raw materials and other articles to registered manu¬ 
facturers and processors where such materials etc. are intended for 
use in producing other goods for resale whether within the State- 
or outside it. 

Administration. —The Commercial Taxes Department, which also 
administers certain other taxes, is in charge of sales tax. At the 
head of the Department is the Commissioner of Commercial Taxes 
who is assisted by Assistant Commissioners and a number of 
Commercial Tax Officers. The Assistant Commissioner is an assess¬ 
ing as well as an appellate authority. He hears appeals against the 
orders of Commercial Tax Officers and also makes original assess¬ 
ments in respect of the big dealers whose cases are specially en¬ 
trusted to him. The Commissioner hears appeals against the assess¬ 
ment orders of the Assistant Commissioner, while, in respect of 
orders on appeal passed by the Assistant Commissioner, he exercises- 
revisional jurisdiction. The Board of Revenue is the final revisional 
authority. References to the High Court are allowed, however, on 
points of law only. 

Revenue. —The receipts from the sales tax in Bengal are as 
follows: — 

(In lakhs of Rupees) 

1950- 51 ... 5,19 

1951- 52 ... 5,62 

1952- 53 ... 5,24 

1953- 54 (Revised) .. 4,76 

1954- 55 (Budget) ... 4,57 

The arrears of collections are on the increase. At the end of 
1952-53, they amounted to Rs. 2-82 crores. 

History and important features of the tax .—The main features of 
the sales tax in Bengal, including its single-point character, have 
remained unchanged. Among the features are the exemption from 
tax of all goods despatched to places outside the State and the ex¬ 
emption in favour of the raw materials and other goods used by the- 
manufacturing industries. The Constitutional restrictions have not 
therefore affected the State of Bengal to the same extent as they 
have some other States like Assam, Bihar and Bombay. The rates 
of tax and the exemptions have however been changed according 
to revenue needs. Originally the rate was three pies in the rupee. 
It was increased to six pies in 1944 and to nine pies in 1945. There 
has been no change in the general rate since then. Recently, when- 
the levy of sales tax on cigarettes was changed to the first stage 
of sale, the rate of tax thereon was changed to three per cent. The 
State Government are examining the possibility of extending this 
first-stage levy to certain other articles the tax on which is largely 
evaded. The Bengal Act does not provide for any special or higher 
taxation of luxury goods. The exemption list was slightly curtailed 
in 1944. 


Part B States 
Hyderabad 

Basis .—Hyderabad levies the sales tax on a multi-point basis. 
The minimum turnover limit for liability to the tax is fixed at 
Rs. 7,500 per year except in the case of the casual dealers who 
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irrespective of the limit of the turnover are liable to pay tax on all 
their sales.- The word ‘turnover’ is defined as the aggregate of the 
turnover of goods bought or sold by a dealer. On certain goods, 
such as.groundnuts, til, karadi, castorseeds, biri leaves and tanning 
bark, a purchase tax is levied when the goods are first bought from 
the primary producer and the tax is recovered from the purchasing: 
dealer. Registration is compulsory for dealers with turnovers ex¬ 
ceeding Rs. 5,000; the tax liability itself, as stated above, begins at 
Rs. 7,500. 

Rates of tax. —The general rate of tax is three pies in the rupee. 
On luxury goods like motor vehicles, radios, clocks, cigars and 
cigarettes, perfumery, etc., an additional tax at six pies per rupee is 
levied at a single point, usually, the first stage of sale. Special con¬ 
cessional rates are prescribed for certain sales, e.g., bullion (.[ per 
cent, at one point), precious stones (two per cent, at one point), 
coarse and medium cloth (three pies at two points), and other kinds 
of cloth (nine pies at one point). 

Exemptions. —These cover essential goods like foodgrains, salt, 
gur and kerosene; products of cottage industries like ghani oil and 
handloom cloth (where such cloth costs less than three rupees a 
year); school requisites like text books, exercise and drawing books; 
and other articles like fertilisers and agricultural implements. Com¬ 
mission agents doing business for known principals are exempted 
from tax on payment of licence fees. Agricultural produce grown 
by the owner of the land himself or by the tenant is also exempt. 

Administration. —The Commissioner of Sales Tax is the head of 
the Sales Tax Department. He is assisted by the Deputy Com¬ 
missioners and Sales Tax Officers. The Deputy Commissioner is 
the first appellate authority, against whose orders revision lies to the 
Commissioner. The orders passed by the Commissioner are final. 

Revenue. —The receipts from the .sales tax are as follows: — 

(In lakhs of Rupees) 


1950-51 

73 

1951-52 

1.06 

1952-53 

1,87 

1953-54 (Revised) 

2,00 

1954-55 (Budget) 

2,00 


History and main features of the tax. —A sales tax was first levied 
in 1947-48 on certain selected luxury goods at the rate of six pies in 
the rupee. The minimum gross turnover limit for liability to tax 
was Rs. 10,000 a year, provided such gross turnover included a mini¬ 
mum turnover of Rs. 1,000 in taxable goods. This Act was replaced 
by the present General Sales Tax Act which came into effect from 
May 1950. The special features of the new Act are that casual dealers 
are liable to minimum tax on all their sales without any exemption 
of turnover limit and on most of the goods which are exported" out¬ 
side the State, a tax is levied at the point of purchase. 

Madhya Bharat 

Basis. —Madhya Bharat levies a single-point sales tax which is 
imposed at such point as may be notified by Government. Except 
in the case of sales of foreign liquor, the tax is imposed on sales by 
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the importer or the manufacturer. The minimum turnover for liabi¬ 
lity to tax and to registration is Rs. 5,000 for importers, manufacturers 
and processors and Rs. 12,000 for other dealers. Any dealer who 
comes from outside Madhya Bharat and carries on business during 
any Mela is also to pay the sales tax if his average sale during the 
period of the Mela exceeds Rs. 450 per month. The sales tax does 
not extend to all goods but to those specified in the schedules. 

Rates of tax .—The general rate of tax varies from three pies to 
one anna in the rupee. On certain luxury goods a higher rate at two 
annas per rupee is levied. Vegetable oils, tobacco leaves and gold 
and silver ornaments are charged to three pies per rupee. Articles 
like chemicals, umbrellas, agricultural machinery, toys and sports 
goods, metals and metalware, soaps, cement and hosiery articles are 
charged to half anna in the . rupee. Hydrogenated oils, petroleum 
products, table cutlery, fountain pens, dry fruits, motor vehicles, 
woollen goods, carpets and cigars, cigarettes and pipe tobacco are 
taxed at one anna, while foreign liquor and arms and ammunition 
are taxed at two annas in the rupee. 

Exemptions. —The sales tax in Madhya Bharat is on selected 
goods which are notified by Government from time to time, but the 
Act contains a schedule of exempted goods on which no sales tax is 
to be levied. Those goods include foodgrains, fish, meat, salt, books, 
cotton, cotton yarn, ghani oil, hand-made paper, agricultural 
implements and fertilisers. 

Administration. —The Commissioner of Sales Tax is assisted by 
Assistant Commissioners and Sales Tax Officers. Appeals against the 
assessment orders lie to the Judge, Sales Tax Appeals. Against the 
appellate orders, revision lies to the Commissioner of Sales Tax. 
Reference to the High Court is also provided on points of law arising 
from the revisional orders. 

Revenue .—The receipts from sales tax in Madhya Bharat are as 
follows: — 

(In lakhs of Rupees) 

1950- 51 42 

1951- 52 91 

1952- 53 ... 98 

1953- 54 (Revised) ... 1,29 

1954- 55 (Budget) ... 1,39 

History and important features of the tax.—Madhya Bharat has 
introduced the sales tax to make up the loss in revenue from the 
gradual abolition of inter-State transit duties. At present, the 
inter-State transit duties continue to be levied on articles exported 
outside the State. When the sales tax was first levied in 1950, the 
rates of tax were more or less the same as the rates of inter-State 
transit duties on imports. The rates have now been lowered on 
certain articles of common use. 


Mysore 

Basis.— Mysore levies the sales tax on a multi-point basis The 
minimum turnover for liability to tax is Rs. 10,000 per year and com¬ 
pulsory registration is prescribed for all dealers whose turnover 
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exceeds Rs. 7,500 a year. The lower limit for registration is prescrib 
ed for keeping a watch on the business of the dealer so as to enable 
Government to assess him to tax when his turnover reaches the 
taxable limit. Generally the turnover of sales is taken for the 
purposes of registration but in the case of groundnuts, and untanned 
hides and skins the turnover is determined on the basis of the 
dealer’s gross purchases. 

Rates of tax. —The general rate of tax is three pies in the rupee. 
On specified luxury articles, there is an additional tax at rates vary¬ 
ing from three pies to six pies in the rupee. This tax is imposed at the 
first stage of sale in addition to the multi-point tax. Special rates 
of taxes are prescribed for mill cloth (six pies per rupee), cigarettes 
(varying from 10 per cent, to 30 per cent.), cigars and cheroots (30 
per cent.) and cigarette tobacco and pipe tobacco (30 per cent.), while 
on certain other goods, lower rates of taxes are charged, e.g., cotton 
yarn (| per cent, at one point), bullion (J per cent, at one point), 
hides and skins (three pies, at one point). All these rates are levied 
at only one point, generally at the first point of sale. 

Exemptions. —The list of exemptions include only a few articles: 
all cereals and pulses, flour and atta, salt, kerosene, matches and 
kambals woven on handlooms. Sales of cotton, of handspun yarn, 
cloth woven on handlooms are exempted subject to certain condi¬ 
tions. 

Administration.— The Commissioner of Excise is the ex-officio 
Commissioner of Sales Tax. He is assisted by Deputy Commissioners, 
Sales Tax Officers and the Assistant Sales Tax Officers. The Deputy 
Commissioner of Sales Tax is the appellate authority. The 
Commissioner of Sales Tax is the revising authority. Government 
have also got revisional powers. Reference to the High Court can be 
made on any point of law arising from the orders of the revisional 
authority. 

Revenue.—The receipts realised from the sales tax by the Mysore 
Government during the past four years and anticipated during the 
current year are as follows: — 


(In lakhs of Rupees) 


1950-51 


1,29 

1951-52 


1,42 

1952-53 


1,22 

1953-54 

(Revised) 

1 ,20; 

1954-55 

(Budget) 

1,30 


The arrears at the end of 1952-53 were about Rs. 44 lakhs. Special 
revenue staff has been appointed for the recovery of these arrears 
and it is expected that there will be improvement in collection. 

History and main features of the tax— The tax was levied in 1948 
on the model of the Madras system. Though the tax is generally 
levied on sales, in the case of a few articles like hides and skins, 
groundnuts, etc., the tax is levied on purchases. Commission agents 
doing business for known principals are exempted on payment of 
licence fees. The levy of single point tax on certain goods like cotton, 
bullion and handloom cloth is ensured by a system of licensing. 
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PEPSU 

Basis. —Sales tax in PEPSU is a single-point levy. The tax is 
levied on the sale of goods by a registered dealer to an unregistered 
dealer or consumer. Sales between registered dealers and sales of 
raw materials and other articles intended for use in producing other 
goods for resale, are exempt. The minimum turnover for liability to 
tax and to registration is Rs. 5,000 in the case of importers, Rs. 10,000 
in the case of manufacturers, and Rs. 20,000 in the case of Co-operative 
Societies and dealers other than importers and manufacturers. 
Voluntary registration is provided for dealers with turnover below 
•the minimum limit, who desire to derive the benefits of registration. 

Rate of tax. —The tax is levied at a uniform rate of six pies in 
the rupee. 

Exemptions.—' The exemption list contains a large number of 
articles. These include essential articles like foodgrains, flour, meat, 
milk, salt, fruits and vegetables; kerosene and matches; mportant 
raw materials, like cotton, raw hides and skins, and raw wool; school 
requisites like books, exercise books, slate and slate pencils, and 
crayon; products of cottage industries like ghani oil, khadi, hand¬ 
made utensils, and country-made shoes; and other articles like bullion 
and specie, agricultural implements and fertilisers. Agricultural 
or horticultural produce sold by the grower himself is also exempt. 

Administration. —The Excise and Taxation Commissioner is the 
Administrative Head of the Department and he is assisted by a 
Deputy Commissioner and a number of Sales Tax Officers and Assis¬ 
tant Sales Tax Officers. The Deputy Commissioner is the appellate 
authority while the Commissioner the first revisional authority. 
A second and final revision lies to the Financial Commissioner. On 
any point of law arising from the revisional order, references lie to 
the High Court. 

Revenue.— The following are the relevant figures for five 
years: — 

(In lakhs of Rupees) 


1950-51 



30 

1951-52 



46 

1952-53 



40 

1953-54 

(Revised) 


48 

1954-55 

(Budget) 


46 


History and the main features of the tax .—Since its introduction 
in November 1949, the sales tax in PEPSU has not undergone any 
radical changes. The amendments made to the original Act have 
been generally procedural, the most important of which is the with¬ 
drawal from sales tax authorities of the powers of search of premises 
and seizure of accounts. 

Saurashtra 

Basis. —Sales tax is levied on a single-point basis on the sale of 
goods by a registered dealer to an unregistered dealer or a consumer. 
Transactions between registered dealers and sales of raw materials 
to registered manufacturers and processors for use in the production 
of other goods for resale are not liable to tax. The minimum limit 
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■of annual turnover for liability to tax and to registration is Rs. 10,000 
for importers and manufacturers and Rs. 30,000 for others. Voluntary 
registration is provided for dealers with turnovers below the taxable 
minimum. 

Rates of tax .—The general rate of tax is six pies in the rupee. 
A concessional rate of i per cent, is levied on sales of bullion 
and specie. On certain luxury articles like motor vehicles, steel 
almirahs and safes, refrigerators, typewriters and tabulating 
machines, clocks, binoculars, etc., a higher rate of one anna is 
imposed. On direct purchases of specified goods by unregistered 
persons, from places outside the State, a purchase tax at rates 
leviable on sales within the State is imposed. The goods so far 
specified for the purchase tax are motor vehicles and chassis of 
motor vehicles. 

Exemptions. —The exemptions cover a wide range of articles and 
include essential articles like foodgrains, flour, ghee, salt, gur, 
kerosene, matches and betelnuts; important raw materials like 
cotton, raw jute, oilseeds, wool and hides "and skins; cottage indus¬ 
try products like handloom cloth, and specified products of the 
cottage industries of Saurashtra; school requisites like books, exer¬ 
cise books and lead pencils; and other articles like cotton yam, 
biri leaves, fertilisers and agricultural implements. 

Administration.— The Sales Tax Department consists of the 
Commissioner of Sales Tax, the Deputy Commissioner and the 
Sales Tax Officers. The appellate powers are exercised bv the 
Deputy Commissioner and the Commissioner. Revision aoplica- 
tions against the orders of the Deputy Commissioner lie to the 
Commissioner and against the Commissioner’s orders, to the Appel¬ 
late Tribunal. References from the orders of the Tribunal lie to 
the High Court only on points of law. The State Government 
have constituted a Sales Tax Advisory Committee of the repre¬ 
sentatives of the trade to act as co-ordinating link between the 
trade and the administration. 

Revenue. —The receipts from the sales tax are as follows: — 

(In lakhs of Rupees) 


1950-51 



6 

1951-52 



16 

1952-53 



14 

1953-54 

(Revised) 


70 

1954-55 

(Budget) 


70 


History and main features of the tax.— When Saurashtra origi¬ 
nally introduced the sales tax in 1950, it was levied at a single¬ 
point only on twelve articles, such as motor cars, radios, watches, 
cement, etc. The rate of tax was six pies in the rupee, the mini¬ 
mum limit of turnover for liability to tax being Rs. 10 , 000 . This 
selective sales tax has been replaced by a general sales tax since 
December 1952. The minimum limit of turnover for registration 
and liability to tax is Rs. 10,000 in the case of importers, manu¬ 
facturers and processors and for other dealers, it has been now 
increased to Rs. 30,000 from the previous limit of Rs. 15,000. . 
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Travancore-Cochin 


Basis. —The sales tax in the State of Travancore-Cochin is levied 
cm a multi-point basis and is more or less on the model of the sales 
tax in Madras. The minimum limit of turnover for liability to tax 
is Rs. 10,000 a year; for the purposes of registration the limit is 
Rs. 7,§00. While generally the tax is levied on sales, on certain 
goods like coconut, copra, groundnuts, cashewnut, pepper and 
ginger, the tax is levied on the purchases made by a registered 
dealer. A few articles are taxed either at only one point or at two 
points of sale. 

Rates of tax. —The general rate of tax is three pies in the rupee. 
On certain luxury goods like motor vehicles, refrigerators, radios, 
binoculars and clocks, an additional tax at rates varying from three 
pies to six pies in the rupee is levied at the first stage of sale. There 
is no separate enactment for the levy of sales tax on petrol which 
is included in the list of luxury articles and taxed at one anna and 
nine pies in the rupee in addition to the general levy. Similarly, 
tobacco and tobacco products are liable to an additional tax of one 
and a half annas per rupee. On certain articles concessional rates 
are charged while certain others are taxed only at one or two 
points. For instance, cotton and cotton yam are taxed at the rate 
of one per cent, bullion and specie at the rate of $ per cent., and 
hides and skins (whether tanned or untanned) at three pies. All 
these are taxed at only one point. Coir and coir yarn are taxed at 
three pies per rupee at two points, while coir mats and mattings 
are taxed at three pies only at the last stage of sale. 

Exemptions. —Foodgrains, vegetables, fresh milk, meat, cooked 
food, firewood, charcoal and kerosene are among the exempted 
articles. As in Madras, agricultural and horticultural produce sold 
by the grower is exempt. 

Administration. —The Commissioner of Sales Tax is assisted by 
the Deputy Commissioner, Assistant Commissioners and Sales Tax 
Officers. Appeals lie to the Assistant Commissioner, while revision 
is the function of the Board of Revenue. 

Revenue. —The relevant figures are as follows: — 

(In lakhs of Rupees) 

1950- 51 ... 2,59 

1951- 52 ... 2,44 

1952- 53 ... 2,24 

1953- 54 (Revised) ... 2,30 

1954- 55 (Budget) ... 2,60 

History and main features of the tax.— Before the State was 
reconstituted, Cochin and Travancore States had their own sepa¬ 
rate sales tax Acts. A consolidated Act was introduced on 30th 
May 1950. The scheme of the sales tax in this State is similar to 
that in the States of Madras, Mysore and Hyderabad. 

Part C States 
Delhi 

Basis. —The State of Delhi has adopted the Bengal Sales Tax 
Act with modifications. The single-point tax is recovered by a 
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system of registration as in Bengal. The minimum limit of annual 
turnover for tax liability is Rs. 10,000 for importers and manufac¬ 
turers and Rs. 30,000 for others. Voluntary registration is provided 
for dealers below the taxable minimum. 

Rate of tax .—The rate of tax is six pies in the rupee, except in 
the case of cooked food, aerated and mineral waters and ice where 
the rate is \ per cent. There are no special or concessional rates. 

Exemptions .—The list of exemptions includes several items: 
essential goods like foodgrains, meat, ghee, salt, kerosene and 
matches; important raw materials like cotton, oilseeds and hides and 
skins; school requisites like books, exercise and drawing books; and 
other articles like iron and steel, coal, cotton yarn, khadi, agricultural 
implements and bullion and specie. 

Administration .—The Sales Tax Department consists of the 
Commissioner of Sales Tax, the Assistant Commissioner, the Sales 
Tax Officers, and the Assistant Sales Tax Officers. Appeals against 
assessment orders lie to the Assistant Commissioner, while revision 
applications are to be made to the Commissioner. A second and 
final revision lies to the Chief Commissioner. 

. Revenue .—The revenue from sales tax for the latest three years 
is as follows:— 

(In lakhs of Rupees) 

1952- 53 ... 1,05 

1953- 54 (Revised) 1,10 

1954- 55 (Budget) ... 1,12 

History and main features of the tax .—The sales tax was 
introduced in Delhi in November 1951. The Bengal Sales Tax Act 
was bodily adopted and made applicable to the State with minor 
changes. In 1953, the rate of tax on sale of cooked food, aerated and 
mineral waters and ice was reduced to ^ per cent. 

Vindhya Pradesh 

Basis— In Vindhya Pradesh the sales tax levy follows the lines 
of the Madhya Pradesh Sales Tax Act. The tax was introduced in 
1951. The levy is at a single point when the goods are sold by a 
registered dealer to an unregistered dealer or a consumer, the 
minimum limit of annual turnover for tax liability is Rs. 5,000 for 
importers and manufacturers and processors; for others it is such 
turnover as may be prescribed. Sales of goods between registered 
dealers are not liable to tax. There is no exemption of sales of raw 
materials and other articles to manufacturers and processors for 
use in the production of other goods for sale. 

Rates of tax .—The general rate of tax is six pies in the rupee. 
A lower rate at three pies per rupee is charged for bullion and 
specie and vegetable oils. On certain luxury goods like motor 
vehicles, radios, sewing machines and metal furniture, a higher rate 
at twelve pies in the rupee is charged. 

Exemptions.— Foodgrains, matches, kerosene, khadi, cottage 
industry products, cheap dhoties and sarees, quinine, fertilisers, etc., 
are ipcluded in the list of exemptions. 

318 M Of F—11 
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Administration. —The Commissioner of Sales Tax is assisted by 
an Assistant Commissioner and Sales Tax Officers. Appeals against 
the orders of the Sales Tax Officers lie to the Assistant Commis¬ 
sioner. The Commissioner of Sales Tax is the first revision al autho¬ 
rity and the Board of Revenue is the second and final revisional 
authority. 

Revenue .—The relevant receipts are as follows: —• 

(In lakhs of Rupees) 


1952-53 


16 

1953-54 

(Revised) 

18 

1954-55 

(Budget) 

18 


History and main features of the tax. —The Sales Tax Act is 
based on the Madhya Pradesh Sales Tax Act. The tax was intro¬ 
duced in 1951. No major changes have been made since then. 

Manipur 

Basis— Manipur has adopted the Assam Sales Tax Act with 
certain amendments. The annual turnover limit for liability to 
tax and for registration is Rs. 5,000 for all classes of dealers. Sales 
of goods between registered dealers for re-sale and of raw mate¬ 
rials and other articles intended for use in manufacturing or pro¬ 
ducing goods for resale or for use in the execution of any contract are 
exempt. 

Rates of tax— The general rate of tax is six pies in the rupee. 
Chillies and biris are taxed at the rate of nine pies in the rupee 
while sales of luxury goods like motor vehicles, wireless sets, 
cameras, refrigerators, cigarettes and cigars are taxed at the rate 
of one anna in the rupee. 

Exemptions .—The list of exemptions includes essential articles 
like foodgrains, milk, gur, kerosene, matches and other articles like 
cotton, cotton yarn, fertilisers, hand-woven cloth. 

Administration. —The Commissioner of Taxes is the administra¬ 
tive head of the Department, and is assisted by an Appellate Officer, 
Taxation Officers and Inspectors of Taxes. References on any 
question of law arising out of the orders of the appellate and 
revisional authorities lie to the Court of the Judical Commissioner. 

Revenue.—The receipts from the sales tax are as follows: — 


1951-52 


(In lakhs of Rupees 
1-95 

1952-53 


2-27 

1953-54 

(Revised) 

200 

1954-55 

(Budget) 

200 


History and other features of the tax.—Manipur has adopted the 
single-point system of sales tax and has applied the Assam Sales 
Tax Act with a few modifications. The turnover limit for purposes 
of registration and liability to tax is - lower than in Assam. 
Secondly, sales of raw materials to registered dealers for the purpose 
of manufacturing or producing other goods for resale whether 
inside or outside the State are exempt from tax while in 
Assam such sales of raw materials are exempt onlv if the finished 
goods are taxable in the State. Lastly, Manipur is the only State 
where the Sales Tax Act provides for the amount of r 
proved to have been bad and written off, being allowei 
tion in computing taxable turnover. 
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Progress of expenditure on Road Development Plans 
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♦Shown under the Plan of Composite Madras. 

f Andhra State Plan as approved by the Planning Commission in February 1954. 
$ Under discussion with State Government. 





STATISTICAL APPENDIX No. 1 —contd. 

Progress of expenditure on Road Development Plans —contd. 
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STATISTICAL 

Statement showing the rates of stamp duties leviable in the various 

whether movable or 


Special 


General rates 
under the Indian 

Value of consideration Stamp Act Bengal, Madras 

Bihar and 
Orissa 


I 




2 



3 



4 


X. does not exceed Rs. 50 



0 

8 

0 

0 

12 

0 

I 

8 

0 

2. exceeds Rs. 50 but not 

Rs. too 

I 

0 

0 

I 

8 

0 

3 

0 

0 

3 - „ Rs. 100 „ 

3 > 

Rs. 200 

2 

0 

c 

3 

0 

0 

(5 

0 

0 

4. „ Rs. 200 j. 

}) 

Rs. 300 


0 

0 

4 

8 

0 

9 

0 

0 

5 - „ Rs. 300 „ 

» 

Rs. 400 

4 

0 

0 

6 

0 

0 

12 

0 

0 

6 . „ Rs. 400 „ 

33 

Rs. 500 

5 

0 

0 

7 

8 

0 


0 

0 

7. », Rs. 500 „ 

33 

Rs. 600 

Sajns 

0 

0 

9 

0 

0 

:8 

0 

0 

8. „ Rs. 600 „ 

S 3 

Rs. 700 

7 

0 

0 

10 

8 

0 

2 t 

0 

0 

9. „ Rs. 700 „ 

33 

Rs. 800 

8 

0 

0 

12 

0 

0 

24 

0 

0 

10. „ Rs. 800 „ 

33 

Rs. 900 

9 

0 

0 

13 

8 

0 

27 

0 

0 

II. „ Rs. 900 „ 

33 

Rs. 1,000 . 

10 

0 

0 

15 

0 

0 

30 

0 

0 

12. For every Rs. 500 or part thereof in 
excess of Rs. 1,000 .... 

5 

0 

0 

7 

8 

0 

15 

0 

0 


Note, —These rates are exclusive of the surcharges shown below :— 
50 per cent, in Bombay State. 

37 i per cent, in Bihar. 

25 per cent, in Orissa and U.P. 
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APPENDIX 2 

States on ‘Conveyance’ and allied instruments by ivhich property 
immovable are transferred 


rates in 

Punjab 

U. P. 

M. P. 

Bombay 

Immovable Property 


In Greater In noti- 
Bombay fied cities 

Other 

urban 

areas 

Other 

areas 

5 

6 

7 

8 9 

IO 

1 r 


ICO o io o 

i 14 o 140 

3 12 o 280 


o 10 

1 5 

2 5 



Same as the general rate in Col. 1. 


5 

10 

0 

4 

I 

0 

4 

IO 

0 

IO 

0 

0 

7 

8 

0 

4 

8 

0 

4 

8 

0 

7 

8 

0 

5 

IO 

0 

7 

5 

0 

H 

0 

0 

IO 

8 

0 

6 

0 

0 

6 

0 

0 

9 

6 

0 

7 

3 

0 

IO 

0 

0 

18 

0 

0 

13 

8 

0 

7 

8 

0 

7 

s 

0 

ii 

4 

0 

II 

4 

0 

12 

0 

0 

22 

0 

0 

16 

8 

0 

9 

0 

0 

9 

0 

0 

13 

2 

0 

13 

12 

0 

14 

0 

0 

26 

0 

0 

19 

8 

0 

10 

8 

0 

10 

8 

0 

15 

0 

0 

15 

0 

0 

16 

0 

0 

30 

0 

0 

22 

8 

0 

12 

0 

0 

12 

0 

0 

16 

14 

0 

16 

14 

0 

18 

0 

0 

34 

0 

0 

25 

8 

0 

13 

8 

0 

13 

8 

0 

18 

12 

0 

00 

M 

12 

0 

20 

0 

0 

38 

0 

0 

28 

8 

0 

15 

0 

0 

IS 

0 

0 


960 960 10 00 20 00 15 00 


10 o o 780 
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STATISTICAL APPENDIX 4 

Rates of entertainment tax in force in different States 

Part A States 

i. ASSAM : 

No tax on payments less than As. 4 

Where the payment excluding the tax is— Rs. a. p. 


Less than As. 8 ........ 00S 

As. 8 or more but less than Re. 1 0 1 o 

Re. 1 Do. Rs. 2. 040 

Rs. 2. 060 


More than Rs. 2 for every rupee or part in excess of the first 

two rupees in addition to the payment on the first two c 3 3 

rupees ......... 

2. BIHAR : 

25 per cent, of the cost of admission plus a surcharge of 25 per 
cent. (50 per cent, in all). 

3. BOMBAY: 

Where the payment excluding the amount of the duty— 


does not exceed 4 annas 





0 

I 

0 

exceeds As. 4 but does no exceed 

As. 8 . 




0 

2 

6 

exceeds As. 8 

Do. 

Re. 1 . 




0 

5 

0 

exceeds Re. 1 

Do. 

Rs. 2 . 




0 

10 

0 

exceeds Rs. 2 

Do. 

Rs. 4 . 




I 

4 

0 

exceeds Rs. 4 

Do. 

Rs. 5 • 




2 

0 

0 

exceeds Rs. 5 

Do. 

Rs. 10 



. 

2 

8 

0 


exceeds Rs. 10 for every Rs. 5 or part thereof in excess of the 
first ten rupees in addition to the payment on the first 
ten rupees ........ 2 S o 


4. MADHYA PRADESH : 

When the amount of payment for admission—exceeds two 
annas but is less than four annas .... 
is as. 4 or more but does not exceed Rs. 180 

exceeds Rs. 1-8-0 but does not exceed Rs. 2-0-0 . 
exceeds Rs. 2-0-0 Do. Rs. 2-8-0 . 


o 1 o 

50 per cent, of the-] 
amount charged]by 
way of paymentifor 
admission. 

o 14 o 

120 


exceeds Rs. 2-8-0 

Do. 

Rs. 3-0-0 . 

exceeds Rs. 3-0-0 

Do. 

Rs. 3-8-0 

exceeds Rs. 3-8-0 

Do. 

Rs. 4-0-0 . 

exceeds Rs. 4-0-0 

Do. 

Rs. 4-8-0 . 

exceeds Rs. 4-8-0 

Do. 

Rs. 5-0-0 [. 


exceeds Rs. 5 for every one rupee or part thereof in excess of 

the first Rs. 5 in addition to the payment on the first 060 

five rupees ........ 
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STATISTICAL APPENDIX 4 —contd. 

Rates of entertainment tax in force in different States —contd. 

5, MADRAS : 

Where the payment for admission exclusive of the amount of tax— 

is not more than'As. 5 .... i/5th of such payment 

is more than As. 5 but is not more than Rs. 1-8-c i/4th of such payment 
is more than Rs. 1-8-0 ..... 1, 3rd of such payment 

For dramatic and music performances, Indian dances, etc. where the 
payment for admission inclusive of the amount of tax— 

(i) is not more than Rs. 3 . . . . . One-eighth of such payment 

(ii) is more than Rs. 3 but is not more than Rs. 5 One-fifth of such payment 

(iii) is more than Rs. 5 .... One-third of such payment 

6. ORISSA : 

When payment for admission is 

(i) Re. 1 or less . . . . . .25 per cent, of such payment 

(ii) more than Re. 1 but not more than Rs. 3 33 1/3 per cent, of such payment 

(iii) more than Rs. 3 ..... 50 per cent, of such payment 

Dramas and music performances . . . at a flat rate of 25 per cent, of 

the amount of admission. 

-7. EAST PUNJAB : Rs. A . p. 


Below annas four 


• . . . 

0 

I 

0 

Exceeding 

4 annas but not 

exceeding 8 annas. 

0 

2 


Do. 

8 

Do. 

Re. 1 . 

0 

4 

> 

Do. 

Re. 1 

Do. 

Rs. 2 . 

0 

s 

> 

Do. 

Rs. 2 

Do. 


0 

12 

) 

Do. 

Rs. 3 

Do. 

Rs. 4 . 

I 

0 

3 

Do. 

Rs. 4 

Do. 

Rs. 5 . 

I 

4 

0 

Do. 

Rs. 5 

Do. 

Rs. 7-8-0 

I 

14 

0 

Do. 

Rs. 7-8-0 

Do. 

Rs. 10-0-0 . 

2 

8 

0 


For every five rupees or part thereof in excess of 

the first ten rupees. 1 8 c 

«. UTTAR PRADESH : 


Where the payment excluding the amount of the tax— 
exceeds As. 2 but does not exceed As. 3 

0 

I 

c 

exceeds As. 3 

Do. 

As. 4 

0 

I 

6 

exceeds As. 4 

Do. 

As. 8 . 

0 

2 

6 

exceeds As. 8 

Do. 

Re. 1 . 

0 

5 

0 

exceeds Re. 1 

Do. 

Rs. 2 

0 

10 

0 

exceeds Rs. 2 

Do. 

Rs. 3 

I 

0 

0 

exceeds Rs. 3 

Do. 

Rs. 4 

I 

8 

0 

exceeds Rs. 4] 

Do. 

Rs. 5 

2 

4 

0 

■exceeds Rs. 5 

Do. 

Rs. 6-8-0 

3 

0 

0 

exceeds Rs. 6-8-0 

Do. 

Rs. 10-0-0 

4 

8 

0 

•exceeds ten rupees, 

for eveiy h' 

' rupees or part 

3 

0 

0 

thereof in excess of the 

stten rupees 

in addition to the pay 


ment on the first ten 
rupees. 
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STATISTICAL APPENDIX 4 —contd. 

Rates of entertainment tax in force in different States — contd. 
9 - BENGAL : 


Where the payment excluding the amount of the tax 
is more than three annas but not more than one 
rupee ....... 


is more than one Rupee but not more than three 
rupees ....... 


is more than three rupees 


Part B States 

10. HYDERABAD 

Upto 0-4-0 
,, 0-8-0 

3, 1-0-0 

3 , 2 - 0-0 

» 3 -°-o 

33 4-0-0 

„ 5-0-0 

33 7-8-0 

3, 10-0-0 

exceeds Rs. 10 for every Rs. 5 or part thereoi in 
excess of the first ten rupees in addition to Rs. 
1/8. for the first ten rupees . 

11. PEPSU: 

(i) not exceeding annas 4. 

(ii) exceeding annas 4 but not exceeding annas 8 . 

(iii) exceeding rupee 1 Do. Rs. 1-8-0. 

(iv) exceeding Rs. 1-8-0 Do. Rs. 2-0-0. 

(V) for subsequent every one rupee 

12. SAURASHTRA: 

Rates are 2/3 of the rates prevailing in Bombay. 
Patt C Slates 

13. A] M ER-ME RWAR A : 


o 

o 

o 

0 

1 

2 

3 

4 

5 
7 


to 

to 

to 

to 

to 

to 

to 


8 

o 

o 

o 

o 

o 


to 10 o 


25 per cent, of such payment- 
rounded off, if it is not a multi¬ 
ple of half anna, to the- 
next higher multiple of half 
anna. 

5® per cent, of such payment 
. rounded off, if it is not multi¬ 
ple of an anna to the next 
higher multiple of an anna. 

75 per cent, of such payment 
rounded off, if it is not a multi¬ 
ple of an anna, to the next! 
higher multiple of an anna. 


Rs. A. 

o 

1 

2 
4 

6 
8 

12 
o 


P! 

6 

o 

o 

o 

c 

c 

o 

o 

o 


8 c 


o 

o 

o 

o 

o 


No 
o o 
o 
o 
o 
o 
o 
o 
I 
I 


tax 

6 

o 

o 

o 

o 

o 

o 

o 

o 


of 


o o 


for every five rupees or part thereof in excess ui 
the first ten rupees in addition to the payment 
of first ten rupees ..... 

14. BHOPAL: 

The rates vary according to the theatres (4 in all) and to the nature of scats (e.e. upper- 
bsx, lower box, balcony, special class, etc.) and range from 1 anna to 6 annas. For ladies 
concessional rates are charged on some of the lower class seats. 
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STATISTICAL APPENDIX 4 —concld. 

Rates of entertainment tax in force in different States —concld. 

15. DELHI : 


Where the payment excluding the amount of t he tax— 


exceeds As. 2 but does not exceed 

As. 3 




Rs 

c 

A. 

O 

P. 

9 

exceeds As. 3 

Do. 

As. 4 




c 

I 

0 

exceeds As. 4 

Do. 

As. 8 




0 

2 

0 

exceeds As. 8 

Do. 

Re. 1 




c 

4 

0 

exceeds Re. 1 

Do. 

Rs. 2 




O 

8 

0 

exceeds Rs. 2 

Do. 

Rs. 3 




0 

12 

0 

exceeds Rs. 3 

Do. 

Rs. 4 




I 

0 

0 

exceeds Rs. 4 

Do. 

Rs. 5 




l 

A 

0 

exceeds Rs. 5 

Do. 

Rs. 6 




I 

10 

0 

exceeds Rs. 6 

Do. 

Rs. 10 




2 

8 

0 

For every five 

t upees or part thereof in 

excess 

of 

the first 





ten rupees, in addition to the payment on the fitst ten 
rupees . . . . 

16. HIMACHAL PRADESH : 


Where payment for admission does not exceed four annas . 

0 

I 

0 

exceeds as. 4 but does not 

exceed As. 8 

0 

2 

0 

exceeds as. 8 

Do. 

Re. 1 .... 

0 

4 

0 

exceeds Rs. 2 

Do. 

Rs -3 .... 

0 

12 

0 

exceeds Rs. 3 

Do. 

Rs. 4 .... 

I 

O 

0 

exceeds Rs. 4 

Do. 

Rs. 5 

I 

4 

0 

exceeds Rs. 5 

Do. 

Rs. 7-8-0 .... 

I 

14 

0 

exceeds Rs. 7-8-0 

Do. 

Rs. 10 

2 

8 

0 

For every Rs. 5 or part thereof in excess of the first ten 




rupees in addition to the payment on the first ten 





rupees 


o 
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STATISTICAL APPENDIX 5 

Entertainment Tax (including Show Tax) (Cash and. Stamps ) 

(In lakhs of Rupees) 



1950-51 

IS5I-52 

1952-53 

1953-54 

1954-5 5 

Part A States 

Assam .... 

II 

14 

14 

15 

15 

Bihar .... 

36 

36 

35 

32 

32 

Bombay .... 

r>73 

1,84 

1.67 

1,63 

1.65 

Madhya Pradesh 

29 

35 

32 

30 

30 

Madras .... 

1.24 

1.32 

1.19 

74 

75 

Andhia . . . . 




16 

32 

Orissa .... 

6 

6 

6 

6 

6 

Punjab . . . . 

i? 

20 

19 

19 

19 

Uttar Pradesh . 

79 

&5 

78 

71 

71 

West Bengal . 

1.05 

1,10 

1,04 

95 

95 

Total, Part A States . 

5,8o 

6.22 

5.74 

5.21 

5.40 

Part B States 

Hyderabad (show tax) 



2 

3 

3 

Mysore .... 

6 

II 

10 

13 

15 

Madhya Bharat 






PEPSU 

4 

5 

5 

5 

4 

Rajasthan 

I 





Saurashtra 

6 

6 

5 

6 

6 

Ttavancore-Cochin . 

. . 





Total, Part B States 

17 

22 

22 

27 

23 

Part C States 

Delhi . . . . 




29-5 

3 1 -o 

Himachal Pradesh . 




0-4 

0-4 

Vindhya Pradesh 

•• 



I 0 

i’5 

Bhopal . 

, -• 



1-3 

l'3 

Coorg .... 

. . 



0-3 

0-8 

Total, Part C States 


• • 


32-5 

35-o 

GRAND TOTAL . 


• • 


580-5 

603 -0 






STATISTICAL APPENDIX 6 
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STATISTICAL APPENDIX 7 

Statement showing power costs in some Industries as given in the Fifth Census of Manufacturers 1950 
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LAND REVENUE, AGRICULTURAL INCOME-TAX, 
IRRIGATION CHARGES AND BETTERMENT LEVY 


179 





CHAPTER I 

THE BACKGROUND OF LAND REVENUE 
(i) The Main Systems 

Almost all over the world, the State arranges to secure for itself 
, . i i by some form .of a levy a portion of the income 

periods VenWC ™ ear y derived by those who utilise the land for vari¬ 
ous purposes. In India, from time immemorial, 
is has been customary for the rulers to collect land revenue from 
those who cultivate land, although it is difficult to say when precise¬ 
ly this levy originated and in what form it was charged. Since 
very early times, kings and rajas (and even the lesser chiefs) were 
accustomed to take from the owners of land in their dominions, a 
certain share of the produce grown by them, unless it was remitted 
as a special favour or in lieu of services rendered. According to 
Manu, this share was generally one-sixth of the gross produce, i.e., 
of the grain-heap made up at the threshing floor. This share could, 
however, be raised to one-fourth in times of war or during other 
emergencies. The share of produce due to the ruler was assessed 
upon a village as a whole and its payment was the joint responsibility 
of the whole village community. The village headman who 
represented the community allocated this share among the indi¬ 
vidual owners with due regard to the condition and quality of land 
cultivated by them. This simple method of assessment admirably 
suited the conditions prevailing in those days. Being a share of 
gross produce, its determination did not require any complicated 
calculations of the relative fertility of the lands, cost of produc¬ 
tion or the owners’ profits. Whatever was produced was heaped on 
the floor and the division was made in the presence of the king’s 
officers. In a bad year when the crops failed and there was no 
produce, relief was automatic. 

2. Difficulties, however, came to be experienced with the 
Later developments growth of population and the extension of culti¬ 
vation. The division of the share of the produce 
could not be properly supervised and the peasantry often practised 
concealment. The king's officers also began fo cheat both the 
peasantry and their master. This led to a change in the method of 
assessment and the king’s share of the produce was determined in 
accordance with the estimates framed of the standing crops. Later, 
even this method was found unsuitable, and the king’s share came to 
be assessed in monetary terms. The system of payment of land 
revenue in cash thus came into vogue. Attempts at reforming the 
system were first made by Sher Shah, but a major change was brought 
about only during the reign of Akbar, who, with the assistance of 
his minister, Raja Todar Mai, laid the foundation of a system which 
furnished the basis for land revenue policy for generations thereafter. 
Under this system, all the land was measured by a uniform standard 
and the average produce of a bigha of land was ascertained. Land 
was. classified into four categories according to soil and fertility and 
the gross produce was calculated on the basis of the produce grown 
during the preceding ten years. The average gross produce thus 
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obtained for any particular piece of , land was then commuted into 
cash on the basis of prices prevailing in the previous nineteen years, 
and one-third of this was fixed as the king’s share. The assessment 
so made was intended to be continued unchanged for a period of 
ten years, but actually continued indefinitely, as there were no 
regular revisions. 

3. With the expansion of the Mogul Empire, the administrative 
machinery became less efficient. The provincial officers became power¬ 
ful and exploited the landholders. Some of these imposed additional 
levies on the land in the form of abwabs or cesses. With the decline 
of the Empire and during the anarchy that followed, these officers 
openly flouted the central authority and assumed full control over the 
territory which they administered. Similarly, the middlemen who 
were employed by Government to collect land revenue became 
stronger and exploited the peasantry ruthlessly. They paid lump 
amounts to the government or the provincial governor and appro¬ 
priated the excess receipts for themselves. In course of time, 
these middlemen became zamindars or owners of the lands. They 
recovered large amounts in the form of rent and cesses; and paid 
only the fixed land revenue to government. The rulers and the 
chieftains, who did not much care what happened to the peasants, 
also found this method suitable as they were saved the trouble of 
maintaining a large number of tax-collectors and also were assured 
of regular receipts. The East India Company, after the acquisition 
of the ‘Diwani’ of Bengal, Bihar and Orissa in 1765, continued for 
some time the prevailing land revenue system and tried to collect 
its revenue through supervisors or collectors. These were shortly 
replaced by a Committee of Circuit who were instructed to tour the 
province, conduct auctions and make land revenue settlements with 
the highest bidders, the period of settlement being fixed at five 
years. The new system, however, proved unworkable. The old 
zamindars and farmers who wished to retain possession of their 
lands had to bid higher and pay much more revenue than their 
estates could yield. Arrears accumulated and the income from land 
revenue went down. The disastrous famine of 1770 further 
worsened the condition of the peasantry. 

4. It was about this time that the East India Company waged 

Permanent wars of con fi uest in different parts of India. A 

settlements regular inflow of revenue was absolutely neces¬ 

sary to enable the Company to consolidate its 

position and to expand its activities. The collection of land revenue 
direct from a large number of cultivators raised several problems 
at that time when means of communication were poor and there was 
paucity of trained staff and lack of reliable records. It was also 
necessary for the Company, which wanted to consolidate its position 
in India, to create a class of vested interests upon whose loyalty and 
devotion it could rely in times of difficulty. The Company was also 
interested in the extension of cultivation in order to increase its 
receipts and it hoped that settling the land revenue on a parmanent 
basis would encourage such extension of cultivation and improve¬ 
ment of land. All these considerations led the East India Company 
to decide in favour of a permanent settlement of land revenue in 
the areas now covered by Bengal and parts of Bihar and Orissa. 
Under the ‘permanent settlement’ it was guaranteed that the land 
revenue then fixed would continue in perpetuity and the zamindars 
were thus assured of the benefits of any future increments in the 
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value of and income from lands. Actually, however, the permanent 
assessments were determined at about ten-elevenths of the rents 
received by the zamindars. Similary, though the zamindars were 
given proprietary rights over the lands and were armed with 
powers over the person and property of the ryot, their estates were 
liable to be sold for arrears of revenue if it was not paid within the 
prescribed date. Therefore, in the period immediately following 
the permanent settlement, the zamindars suffered heavily through 
excessive burden of land revenue assessment. The Bengal Land 
Revenue Commission, 1938, describes this period in the following 
words: 


“The period immediately after the Permanent Settlement, and 
indeed for three or four decades, was one during 
which the zamindars were struggling for their exist¬ 
ence against the sale law. At that time, one-third of 
the total area of Bengal according to Lord Cornwallis, 
two-thirds according to Colebrooke and four-fifths 
according to Grant, was uncultivated; and the only way 
in which the zamindars could improve their assets was 
by bringing waste land under cultivation. The com¬ 
petition was not for land, but for tenants to cultivate it. 
Consequently, if the ryots withheld their rent, or aban¬ 
doned their holdings, the zamindar was hard put to it 
to pay a revenue amounting to ten-elevenths of his assets. 
The records of that period and the Fifth Report show 
that more than half the estates in Bengal were sold for 
arrears of revenue; many of the large zamindars were 
dismembered; and most of the original zamindars 
reduced to poverty.” 

As time went on, however, cultivation was extended, prices rose 
and the rents increased. The burden of assessment on the zamin¬ 
dars became lighter. Many of the zamindars sublet their zamindari 
or portions thereof to others and avoided even this trouble of direct¬ 
ly collecting rents from their tenants. 


5. There is little doubt that after a lapse of time permanent 
. settlement led to expansion of cultivation. From 
wari srnlements y the point of view of Government, there was 
the advantage that it ensured a regular 
inflow of land revenue. For that reason, it was extended to other 
parts of the country, viz., Banaras and parts of Madras and Assam 
Later, when the Company’s rule was more securely established, the 
view gained ground that the State would benefit more from periodi¬ 
cal settlements. Further, in certain parts of the Company’s terri¬ 
tories, viz., the U.P. (now Uttar Pradesh) and the Punjab, there were 
well organised village communities and, barring a portion of the U.P., 
there were no local chieftajns or large farmers of land in this area! 
These areas thus presented a different problem, and settlement was 
concluded with village communities and the villagers were held 
jointly and severally responsible for the payment of revenue. This 
came to be known as the Mahalwari system of land revenue, as the 
land revenue was assessed on the ‘mahal’. In some parts of Madras 
the land revenue was directly settled with individual ryots in view 
of the difficulty of making settlements with the whole villages. This 
initiated the ryotwari system which was later introduced in Bombay 
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and other neighbouring provinces. Both these systems—mahal- 
wari and ryotwari-involved detailed surveys of fields and classi¬ 

fication of lands according to soil. The assessments were fixed not 
in perpetuity but for a definite period. 

6. The different systems of settlements that have thus evolved in 

India can be broadly classified as: (i) perma- 
Dis tine dons between ne nt or those in which assessment was fixed in 
different systems perpetuity and (ii) temporary or those in which 
assessment was fixed for a definite period. They can also be classified 
as: (i) zamindari, in which assessment was fixed on an estate held 
only by a landlord, (ii) mahalwari, in which assessment was fixed on 
a village or mahal jointly and severally on the whole village com¬ 
munity and (iii) ryotwari, in which assessment was fixed on the 
holding of a ryot. The main features of the systems of revenue 
settlement prevailing in different States in India are briefly set out in 
Appendix A. 

7. The main distinction between settlements with landlords in 
possession of single estates and settlement with proprietary bodies 
for group of estates on the one hand and the ryotwari system on the 
other hand is that in the former there is an intermediary between 
the actual cultivator and the Government, whereas in the latter 
there is none. Unlike in the mahalwari tenure, in the ryotwari 
tenure no joint responsibility is placed on all holders in a village 
and one landholder cannot be called upon to make good the default 
in payment of land revenue of any other landholder in the village. 
The ryot cannot be evicted from his land so long as he continues 
to pay the assessment and he can transfer his rights in the land to 
others by sale, gift, partition, etc. He is also free to relinquish his 
holding or any part of it on giving due notice to Government. 

8. Though the general pattern of land revenue settlement and 

assessment in India broadly follows the descrip- 
dtfferem ^ statM tion S iven above > the development of the differ¬ 
ent systems has not been on the same lines in 
all States. This disparity has been further widened with the inte¬ 
gration of the former princely States where, except in a few States 
. administered by retired or deputed officers from (British) India, there 
were no regular settlements or systems of land revenue. The result 
is that, at one end we find States like Punjab, Bombay (before the 
merger in it of certain princely States), Madras, Assam and Mysore 
in which practically all the land has been surveyed, measured and 
settled on some definite principles. At the other, there are States 
like Rajasthan, Saurashtra and Madhya Bharat where there are still 
large portions of unsurveyed and unsettled land and where settle¬ 
ments-made in the past followed no scientific principles and have 
been more or less the result of political conditions prevailing in the 
States at the time. In between, there are States like Uttar Pradesh 
and Madhya Pradesh where there have been settlements on regular 
lines, but owing to the prevalent zamindari system, several interme¬ 
diaries-had crept in. Recently, these intermediaries have been elimi¬ 
nated and the former tenants have become occupants of land directly 
responsible to* the State Governments for payment of revenue. But 
the revenue realised from these former tenants is the same as the rent 
paid by them previously to the intermediaries and has not been 
revised on the abolition of the intermediaries. The lands have 



difficulties mostly influenced the rates of land revenue recently 
fixed and these are likely to continue for a time. Conditions in the 
States of West Bengal, Bihar and Orissa are more or less similar, 
and in quite a large part of these States, there was no organise i land 
revenue administration at the lower level because of the permanent 
settlement. The records of lands were therefore in most cases not 
complete and accurate. 

9. The sytem of assessment through settlements for a definite 

period and revision of assessment after that 
Settlements and re- period prevails generally in- all parts of India 
settlements except in the permanently settled areas or in 

certain insecure riverain tracts in some States, where a system of 
fluctuating land revenue is in force. Under the periodical settlement 
system, an area for which a settlement is undertaken is cadastrally 
surveyed and classified according to fertility. The rate of revenue 
is then worked out by taking into consideration the yield of the 
principal crops, the price of agricultural produce, the rental and 
sale value of the land and the ordinary expenses of cultivation. 
Other considerations like physical configuration, climate and rain¬ 
fall, proximity to markets, means of communication and standard 
of husbandry also figure in the determination of the assessment at 
the time of the settlement. The assessment so determined is fixed 
for a term of years, varying from 15 to 40 years; the usual period is 
30 years. When the revision of a settlement becomes due, the various 
changes that have occurred since the last settlement, in the condi¬ 
tions and circumstances relevant to the assessment of land revenue, 
are taken into consideration. The necessity for periodical revision 
of assessment arises mainly because of changes in— 

(a) the area of the land and holdings; and 

(b) the prices and yields of agricultural produce. 

10. In calculating the land revenue payable to Government, differ- 

Different Bases of ent States adopt different methods. On the 
land revenue bcisis of th.6 principles adopted, these methods 

can be classified as follows: — 

(i) net assets or economic rents, 

(ii) net produce or annual value, 

(iii) empirical, 

(iv) rental value, 

(v) capital value, and 

(vi) gross produce. 

(i) Net assets or economic rents .—Net assets form the basis of 
assessment in Punjab, Uttar Pradesh, Madhya Pradesh and certain 
Part B and C States like PEPSU, Himachal Pradesh, Ajmer and 
Delhi. Similar principles are followed in the temporarily settled 
areas of Bihar, Orissa and West Bengal. Net assets have been defined 
as the “estimated average annual surplus of an estate or group of 
estates remaining after deduction of the ordinary expenses of cultiva¬ 
tion as ascertained or estimated.” In other words, it is rent less all 
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costs incurred in earning the rent. This is calculated by estimating 
the gross produce and deducting from it the cost incurred by the 
landlord. The gross produce is valued in terms of money at the 
commutation rate which is usually the average price of a particular 
crop for the preceding twenty years or more. 

(ii) Net produce or annual value. —Madras is the only State which 
has accepted net produce as the basis of land revenue assessment. 
The average outturn per acre of the staple crops, for different kinds 
of soil, is at first determined on the basis of crop experiments and 
enquiries in the field. The gross value is then worked out on the 
basis of commutation price, i.e. the average price of the preceding 
twenty non-famine years. The net produce or annual value is then 
derived by deducting from the gross value the cultivation expenses 
and also by making certain allowances for bad seasons. Cultivation 
expenses include expenses on— 

(1) ploughing cattle, 

(2) agricultural implements, 

(3) seed, 

(4) manure, 

(5) wages of labour required for sowing, transplanting, reap¬ 
ing, threshing, etc. 

(iii) Empirical. —The basis of assessment in Bombay, Hyderabad, 
Mysore and several Part C States like Bhopal, Manipur and Tripura 
is empirical. It is so called because several factors are taken into 
consideration by the Settlement Officer at the time of settlement 
or revision, and the assessment is ultimately based on the subjective 
impressions of the settlement officer. He is required to examine 
the economic background of the tract, and to find out whether the 
area under cultivation and occupation has expanded or decreased 
and whether the material condition of the people has improved or 
not. He has also to take into consideration the proximity of markets, 
the facilities of communications, the fluctuations in the prices’ 
of main staples and in the land values of the tract under settlement. 
The aggregate amount of assessment is first fixed for the whole of 
a tract and then distributed over the villages and individual survey 
numbers by means of maximum rates for the various classes of lands. 

(iv) Rental value. —The main emphasis in all the above States 
except Madras is on rental value. Though the basis of assessment 
in these States is net assets or is empirical, the general method 
adopted is to determine by enquiry the actual rents received by 
the landholders and then to fix the assessment after allowing for 
certain deductions. The recent trend in tenancy legislation is to 
fix the maximum rents payable by the tenants, and it seems clear 
that rental value cannot, in future, be relied upon for determining 
the land revenue. 

(v) Capital value. —Capital value has not been adopted as a 
basis of assessment in any State in this country, though in practically 
all the States, the sale and mortgage values of the land form one of 
the factors taken into consideration at the time of settlement. 

(vi) Gross produce.— Before the more scientific methods of 
assessment were evolved, gross produce formed the basis of assess¬ 
ment in almost all States in India. In Assam, this basis still con¬ 
tinues and the limit of assessment for any tract has been fixed at 
ten per cent, of the value of the gross produce of that tract 
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11. The administrative machinery for the collection of land 
revenue is. more or less of a uniform pattern 
Land revenue admi- in all States, except in areas under perma- 
nistradon nent settlement. Each State has a Chief Revenue 

Authority which is usually known as Board of Revenue. In the 
Punjab this function is discharged by the Financial Commissioner. In 
Bombay, however, there is neither a Financial Commissioner nor a 
Board of Revenue; appeals, revisions, and other references, arising 
from the orders and decisions of the Revenue Officers are decided by 
the Revenue Tribunal in that State, while purely administrative ques¬ 
tions are decided by Government. The usual practice is for States 
to be divided into divisions and districts, with Commissioners in 
charge of the divisions and Collectors or Deputy Commissioners 
in charge of the districts. In a few States like Bombay and Madhya 
Pradesh there are no posts of Divisional Commissioners. The dis¬ 
tricts are again divided into tehsils or talukas, each in charge of a 
Tehsildar with one or two Naib-Tehsildars to assist him. Below these 
there is a well-organised system of village officers who actually col¬ 
lect the land revenue, prepare accounts and keep records. Hitherto 
most of these village officers' held their posts on a hereditary basis. 
The recent trend, however, is to replace them by paid officials. The 
village officers are “lambardars” or “patils” who collect the land 
revenue and patwaris or village accountants. The functions of the 
lambardar or patil are— 

(1) to collect and pay into the treasury the land revenue and 
all sums recoverable as land revenue; and 

(2) to aid in carrying out harvest inspections, surveys, and 
in maintaining the record of mutations. 

In some States, e.g., Bombay, the patil is sometimes also assigned 
certain quasi-magisterial duties. The duties of a patwari or a village 
accountant are— 

(1) to make surveys for field inspection, record of crops, revi¬ 
sion of maps, and to furnish reports relating to mutations, 
partitions, takavi advances, etc.; 

(2) to report calamities affecting crops, including crop posi¬ 
tions, to assist the Revenue and other officers visiting his 
taluka in the performance of their duty; and to assist gene¬ 
rally in collection of land revenue. 

In the permanently settled areas, there has hitherto been no 
elaborate administrative machinery at the village level for the 
collection of land revenue as it was paid direct into the State 
treasury by the estateholder or the zamindar. In the initial stages 
of the introduction of permanent settlement, Kanungos and 
Patwaris were appointed to supervise the accounts and to help the 
zamindars’ gumastas or agents for making local collections. But 
later, when Government ceased to look into the details of local 
collections and concerned themselves only with the lump sums 
payable by the zamindars, the posts of Kanungos were abolished, 
while the Patwari became a servant of the zamindar. The intro¬ 
duction of the recent agrarian reforms abolishing the zamindari 
tenures in these areas has, however, necessitated a change in the 
revenue administration. The State Governments concerned with 
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these areas have in most cases already reorganised their adminis¬ 
trative machinery to suit the changed conditions. 


Suspensions and 
remissions 


12. In practically all the States, concessions in the payment of 
land revenue are granted when crops fail. 
These concessions are in the nature of suspen¬ 
sion or remission of land revenue. There 
were no specific rules for suspensions and remissions during 
the pre-British period. As a result of the report made by the 
Famine Commission appointed in 1901, general orders regarding 
suspension and remission of land revenue were issued in 1905 by 
the Government of India for the guidance of all State Govern¬ 
ments. These orders were to the following effect:— 


(1) Relief should ordinarily be in the form of suspension and 
should be extended in a fairly uniform manner to whole 
villages or tracts or groups of villages. 

(2) It should not ordinarily be given except in the case of 
failure of more than half the crop, and the degree of 
relief given should be based on a simple scale of ratios 
so graduated that the degree of relief may rise more 
rapidly than the degree of crop-failure. 

(3) Th*e amount of relief granted should be known to the 
people before collections begin, and the Collector should, 
whe^e possible, be given the power to determine and 
announce the suspension of revenue. 

(4) The amount of revenue suspended should be remitted as 
soon as it becomes apparent that it will not be collected, 
and this may ordinarily be assumed when If has been in 
suspension for three years, and in certain classes of tracts 
remission should be given when the amount suspended 
exceeds an year’s revenue. 

(5) Remission or suspension of revenue should entail a cor¬ 
responding remission or suspension of rent and vice 
versa. 

Statutory prevision for suspension and remission of land re¬ 
venue has accordingly been made in certain States, e.g., Bombay, 
Saurashtra, Kutch, Punjab, PEPSU, Madhya Pradesh, Uttar Pra¬ 
desh, Hyderabad, Bihar and Assam. In certain others e.g.. Mysore, 
Madras, Madhya Bharat and Rajasthan, suspensions and remis¬ 
sions are provided by means of executive instructions. Normally, 
remissions are given when there is a widespread failure of crop 
due to famine, floods, etc. There have, however, been occasions in 
the past, as during the nineteen-thirties, when remissions were 
given in a few States to mitigate the hardships caused to the ryots 
by the steep and continuous fall in prices. The rules for the grant 
of remission of land revenue do not usually make any distinction 
between the well-to-do ryots and the poorer ones. The Govern¬ 
ment of Madras have, however, recently decided that there is no 
justification for allowing remission to persons who are well-to-do 
and who can afford to adjust the losses in one year against profits 
of another. Orders have, therefore, been passed by the Madras 
Government restricting the grant of remission only to the poorer 
ryots. 



CHAPTER II 

THE BACKGROUND OF LAND REVENUE 


(2) Recent developments 

As part of the background against which the problems of land 
revenue must be viewed, we may now consider certain develop¬ 
ments which have taken place after Independence. Some of these 
have set new and important tasks to the revenue administrations 
of the States; others have involved significant changes in the 
agrarian pattern of the country and, therefore, in the land revenue 
systems as well. 


2. Firstly, there has been the integration of the former princely 


Integration of prince- 


States with India and the merger of their areas, 


ly States ‘ some with Part A States and some into Part B 

and Part C States. An idea of the magnitude 
of the change can be had from the fact that as a result of the appli¬ 
cation of various merger and integration schemes: 

(a) 277 States covering an area of 3,27,221 square miles with 
a population of 67-8 millions have been integrated in 
Unions of States (Part B States); 

(b) 216 States covering an area of 1,08,739 square miles with 
a population of 19T58 millions have been merged in Pro¬ 
vinces (Part A States); and 

(c) 61 States covering an area of 63.704 square miles with a 
population of 6-925 millions have been taken over as 
centrally administered areas (Part C States). 

3. Secondly, several measures of tenure and tenancy reforms 
land — Ve .' 3e . e ' n undertaken by State Governments. 


Measures 

reforms 


of 


The abolition of the intermediaries, the propos¬ 
ed restrictions on individual holdings, and 
many connected reforms may be said to be designed to make the 
tiller of the soil the proprietor or near proprietor of his land and to 
bring him into direct relationship with the State. The tenancy re¬ 
forms are intended to be complementary to the tenure reforms and 
aim at giving greater security and additional rights to the tenants. 


4. Thirdly, since the advent of provincial autonomy, settlements 

Postponement of ? f lands were Postponed - in almost all States 
resettlements for various reasons. Chief among these may 

be mentioned the unsatisfactory condition of the 
agricultural economy and the exception taken to the basic 
assumptions of the system of revision settlements. The result 
has been that in most cases the previous settlements have now 
become overdue for revision (vide Appendix B). While some 
States with the zamindari system, where the lands were 
permanently settled or which had large plantation areas, introduced 
the agriculture income-tax and realised fairly appreciable revenue 
from the increase in the agricultural incomes of large land 

holders, others, where the tenure was ryotwari and big land¬ 
holders were the exception, neither imposed an agricultural 
income-tax nor undertook immediately the immense task of revision 
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of previous assessment. Though, recently, a few of these have 
adopted the expediency of levying a surcharge on land revenue, 
the adjustment of land revenue to present-day realisations from 
land still remains a problem for a majority of the States. 

5. For a proper understanding of the effects of the political 
integration of the former princely States on the 
Problems created by Indian land revenue system, it is necessary to 
merger mid Integra- exam ine briefly the present position in these 
States ° prmce y areas in regard to land revenue. In the former 
princely States, the degree of political and 
administrative efficiency varied greatly and consequently there was 
wide diversity in the land revenue systems in those areas. In some 
States like Hyderabad and Mysore, there was statutory provision for 
settlements and assessments, but in most other Indian States, past 
custom and usages determined the revenue payable for the land; 
survey and settlement operations were taken in hand according to the 
exigencies of the administration. Even in Hyderabad, there were 
about 2,000 villages in which original survey and settlement had still 
to be carried out. In the eight princely States which now form 
PEPSU, the policy in respect of land revenue was different in 
different States and there was great disparity not only in rates but 
also in the standards of assessment. The percentage of assets taken 
as land revenue varied from one-fourth in some of the States to 
nearly full in Malerkotla. Some of the princely States now merged 
in the Unions of Madhya Bharat, Rajasthan and Saurashtra were 
probably the worst situated in respect of their land revenue systems 
and administration. So far as Madhya Bharat is concerned, survey 
and settlement were carried out in Gwalior and Indore, but even 
there, no uniform policy was followed. Vast unsurveyed areas exist¬ 
ed in Alirajpur and Jobat tehsils. At the time of merger, revision 
settlement had been conducted only in 30 tehsils, i.e., three-eighths of 
the entire State remained to be surveyed and settled. The basis of 
assessment was empirical. In Rajasthan, out of a total number of 
33,418 villages, only 17,280 villages were settled and cash rents 
introduced therein. In Jaipur State, the basis of assessment had 
been the rental income, whereas in the rest of the units the basis 
of assessment was empirical. In Jagir areas, cash rents were 
exceptions rather than the rule. The incidence of land revenue 
in Khalsa areas was light, as it was fixed during a period of low 
agricultural prices, but in the non-Khalsa villages it was higher by 
nearly four times. This was due to lack of any laws or regulations 
governing settlement. In the 200 different States and estates now 
constituted into Saurashtra, the position about survey and settle¬ 
ment was very unsatisfactory. Survey and settlement in Juna- 
gadh were made between 1895—1905; in Bhavnagar, 1923—1928; in 
Nawanagar, 1899—1916 and in Wadhwan in 1918. In several 
unsurveyed villages, the former administrations used to collect 
revenue in terms of crop-share, the object being to get the largest 
share possible. Even in those villages which were surveyed, the 
survey was undertaken mainly for the purpose of partitioning the 
villages. Thus at the time of the formation of Saurashtra, survey 
had still to be done in 2,200 villages covering an area of about 44 
lakhs of acres. In Himachal Pradesh, the various integrating units 
had their own characteristic systems of land revenue. In some of 
them the revenue was collected in kind. The incidence was very 
high, particularly in Chamba and certain parts of Mahasu district. 
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6. In regard to the tenancy laws, the position was no better. 
There was rack-renting in some of the parts and the ruler or his 
cadets, jagirdar and inamdar, used to collect rent direct from the 
cultivators. The landlords exacted several illegal cesses and 
abwabs from the tenants who were even forced to give free labour 
in some of the backward States. In some of these States, the rulers, 
zamindars and landlords used to evict tenants from the lands held 
on lease and cultivated by them for generations, with a view to 
adding to their own possessions and to avoiding the anticipated effects 
of land and tenure reforms. This has happened on a large scale in 
States like PEPSU, Rajasthan, Madhya Bharat and Saurashtra. 

7. The problems created by the diversity of tenures and assess¬ 

ments in the former princely States could not 
measures interim be solved immediately on their integration and 
reconstitution. The orthodox method of settl¬ 
ing the assessments in these areas would have necessitated survey 
and settlement operations on a large scale which would have taken a 
very long time to complete. In the meantime, the popular Govern¬ 
ments which now administer the reconstituted States could not allow 
these wide disparities to continue for long. Interim measures, differ¬ 
ing in their nature, have, therefore, been adopted by the States to 
bring about some uniformity in the assessments. These measures 
can be classified as follows: — 

(i) Adoption of summary resettlement. —The Rajasthan Gov¬ 
ernment have passed the Land Summary Settlement Act, 1952, 
which provides for cutting down several processes of regular 
settlement, such as detailed measurements, soil classification and 
preparation of maps, etc. It is anticipated that the entire unsettl¬ 
ed areas in the State will be settled by this rough-and-ready pro¬ 
cess within a period of two years and the assessment arrived at thus 
is to continue till regular settlements are undertaken. 

(ii) Ad hoc settlement .—In Saurashtra, the crop-share system 
has already been first converted into ad hoc cash assessment on the 
basis of the average of the last fifteen years’ realisations. As this 
resulted in steep enhancement of revenue in some cases, the assess¬ 
ment was later rationalised by refixing it on the basis of one-fourth 
and one-fifth of the produce for the dry and irrigated areas res¬ 
pectively. 

Similarly, in the State of Himachal Pradesh, the land revenue 
has been converted from kind into cash on the basis of the average 
money value of the crop. 

(iii) Levelling of rates. —In some areas of the former princely 
States, which have now been merged in Part A States, the assess¬ 
ments were much higher than those prevailing in the neighbouring 
areas of those States. Certain concessions have therefore been 
given to such areas by some States. For example. Bombay has 
provided that when the assessment in the merged areas exceeds 
that in the adjoining pre-merged part by twenty per cent., the excess 
over that percentage should be remitted. Some similar action is 
proposed to be taken in Punjab. 
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While it was possible to level down the assessment where it 
was much higher, the States find it difficult to increase the rates in 
the merged areas when they are much lower. In Madras, for 
example, the Government have not taken any action to level up 
assessments in the merged State of Pudukottai. 

Similarly, in regard to the protection of tenants’ rights, action 
has been' taken by the States concerned not only to prevent the 
eviction of tenants but also for the restoration of those who were 
evicted without bona fide grounds. 

8. Vast changes have also been brought about by the land re- 
_ . forms, particularly by those relating to the abo- 

refopms dUet ° * alld lition of the intermediaries, which affect about 
38 lakhs of such persons and involves a com¬ 
pensation of nearly 400 crores. The system of permanent settle¬ 
ment in Bengal, Bihar and Orissa created a class of intermediaries 
in these States. Though the permanent settlement was later given 
up in favour of settlements for a fixed term, the latter also gave 
rise to the zamindari, malguzari and jagirdari tenures in Northern 
India. The ryotwari system which had developed in the South was 
originally intended to establish direct relations between the tiller 
or the ryot and the State without the intervention of intermedi¬ 
aries. But in course of time, its character was modified and the 
original cultivators and tenants in effect assumed, in some cases, the 
aspect of zamindars and rent receivers. It then became necessary 
to enact measures in these States for the protection of the tenants 
and, in some instances, for the abolition of the intermediaries. To 
improve the economic condition of the tenants and to prevent their 
exploitation, most States have now enacted measures of tenancy 
reform. An attempt is made below to examine the effect of the 
different'land reforms on different interests like (a) intermediaries, 
(b) landlords, (c) tenants and (d) landless agricultural labourers: 

(a) Intermediaries .—Legislation relating to the abolition of in¬ 
termediaries usually follows a uniform pattern in the sense that it 
provides for the abolition of intermediaries on payment of compen¬ 
sation. The basis of assessment, rate of compensation and the 
rules about interim payments and provision for rehabilitation 
grants, however, differ in different States and are given in detail 
in Statistical Appendix 1. 

The intermediaries have been allowed to retain such of their 
private lands as are under their personal cultivation and manage¬ 
ment. No limit has been fixed for such lands except in Assam and 
West Bengal. The Assam Act fixes the limit for private land of a 
proprietor and tenure-holder at 400 bighas (133-3 acres) and 150 
bighas (50 acres), respectively, which “may be relaxed in the case 
of a proprietor or a tenure-holder who has undertaken large-scale 
farming on a co-operative basis or by the use of power-driven 
mechanical appliances.” In West Bengal, the limit is 25 acres and 
33 acres of agricultural land, respectively, for the zamindar and 
the tenure-holder. The zamindar Is allowed to retain fifteen acres of 
non-agricultural land, in addition. In some States Kke Rajasthan 
and Saurashtra, the jagirdars and such other intermediaries, who 
did not have land for personal cultivation, will be given allotments 
of land from cultivable waste. 
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(b) Landlords. —The land reforms affect more the type of tenure 
than the size of the property. Even so, some restrictions have 
been imposed in this respect as well. The States of Assam and 
West Bengal have, as indicated above, placed some restrictions on 
the area of existing holdings. In several other States, ceilings have 
been imposed on future acquisitions of land. This means that a 
landholder who has today land below the specified ceiling can in 
future acquire only that much land which would bring the total area 
cultivated by him to the level of the ceiling. The maximum for 
individual holdings varies from State to State. It is 30 acres in 
Uttar Pradesh, 50 acres in Madhya Bharat and five times the family 
holding in Hyderabad. Some of the States have imposed limits on 
the holding of land which a landlord can resume for personal culti¬ 
vation by ejecting his tenants. The limit is 50 acres in Bombay 
and Madhya Pradesh, 33 acres in Orissa, 75 acres unirrigated land 
or 25 acres of irrigated land in Rajasthan, 30 standard acres (50 
acres in the case of displaced persons) in Punjab and 8 acres in 
Uttar Pradesh. Details are given in Appendix C. 

(c) Tenants : (i) Tenants other than tenants-at-will. —While the 
abolition of zamindari is aimed at bringing the State into direct rela¬ 
tion with the actual cultivators of the land, so far it has succeeded 
only in bringing the tenant-in-chief into direct relationship with the 
State and the sub-tenants in the former zamindari and jagir areas 
still continue. In West Bengal, provision has been made for the 
abolition of intermediaries above bargadars but owing to the legal 
and financial difficulties that arise in the payment of compensa¬ 
tion, the relevant provisions will come into effect only when noti¬ 
fied by the State Government. 

The recent reforms raise the status of the chief tenants and 
give them greater security. The tenants are also benefited by the 
abolition of various cesses like ‘haks’, ‘lags’ and ‘negs’ which were 
previously imposed on the lands. Except in the States of Madras 
and Assam where the rents of tenants have been reduced to the 
level of rents in the adjoining ryotwari areas, the rents that the 
tenants are required to pay to the State are what they had paid 
previously to the zamindars. To this extent, it can be said that 
their position has not improved. As regards their rights to 
the land which they cultivate, in some of the States, they already 
possessed security of tenure. In the permanently settled' areas of 
Assam, Bihar, Madras and West Bengal, the chief tenants already 
had the right to transfer their lands. In Uttar Pradesh and Madhya 
Pradesh where this right of transfer was previously restricted, the 
chief tenants are given the right on payment of specified amounts 
of money to Government. 

(ii) Tenants-at-will .—In regard to tenants-at-will, most of the 
States have now fixed minimum period of lease, the period generally 
varying between five and twelve years bei ng renewable for a 
similar term. Further, practically all the States have fixed the 
maximum rent payable by a tenant. These rents vary considerably 
and range between one-sixth to one-half of the gross produce. In 
some States, the maximum allowed is four to five times the land 
revenue. The variations between different States are shown in 
Appendix D. 

318 M of F—13 
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Some of the States, viz., Bombay, Uttar Pradesh, Madhya 
Bharat, Hyderabad, and PEPSU, have given certain categories of 
the tenant a right to purchase his land. In Bombay protected 
tenants have a right to purchase land provided the land-owner’s 
holding is not reduced below 50 acres. The price of land payable 
by the tenant is to be determined by the Land Tribunal and is 
generally to be the average market price. In Uttar Pradesh, the 
right of purchase of land accrues to sub-tenants after five years of 
the enforcement of Zamindari Abolition and Land Reforms Act, 
1952. The price is to be equal to fifteen times the hereditary rent 
rates. The tenants in Hyderabad, Madhya Bharat and PEPSU are 
also given similar rights, though the terms of the purchase price 
differ in some respects. 


(d) Landless labourer. —The land reforms undertaken by the 
States do not apply to landless labourers for the reason that the 
reforms are related to land. Attempts are, however, made to settle 
them on land wherever feasible. In the allotment of land taken 
over from the substantial owners, the newly reclaimed lands and 
the lands which have been voluntarily surrendered in the Bhoodan 
Yagna movement, preference is generally given to landless labourers. 


9. With the abolition of intermediaries, the question of the rate 
of land revenue for the individual cultivator’s 
holding has assumed importance (see Appen¬ 
dix E). Excepting in Assam and Madras, the 
whole class of tenants and the outgoing intermediaries in respect 
of lands settled with them generally continue to pay the existing 
rates of rent and the assessment levied at the current rates of 
assessment. As the rents which were being paid by the cultivators 
in the pre-abolition period varied for different classes of tenants, 
this has had the effect of introducing varying rates of land revenue 
for the same class of land depending on whether it is at present 
held by the previous intermediary or a particular class of tenant. 
Also it means that those whose ability to pay is the highest are 
taxed at the lowest rate—thus the erstwhile proprietor has merely 
to pay a nominal sum as land revenue, e.g., in case of previous pro¬ 
prietor in Uttar Pradesh “the land is first assessed at occupancy 
rate, then a deduction of 15 to 30 per cent, is allowed, finally only 
the land revenue, i.e., about 38 per cent, of the figure thus arrived 
at is what a zamindar pays to the State for the exceptionally good 
class of land which he cultivates as his sir and kliudkast”. 


10. The tenure reforms not only relate to the abolition of the 
Tenure reforms zamindari and jagirdari rights but also include 

the resumption of inams. Inams are alienations 
or transfers to individuals, on political considerations or in return 
for some service, of the entire or part of the rights of Government to 
cash payment or to rent or revenue of land. 

Broadly, the different kinds of inams can be classified as 
follows:— 

(1) Political inams .—These can be sub-divided into treat 
saranjarns, non-treaty saranjams and other political inam 
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<2) Personal inams .—These are inams granted to individuals 
for their meritorious services to the State. 

(3) Devasthan inams .—These are inams granted to support 
religious institutions like temples, mosques, etc. 

(4) Hereditary inams granted to district officers .—These in¬ 
clude inams granted in the old days to district officers 
like Deshmukhs, Desais, Deshpandes and Amins. 

(5) Inams granted to village servants .—These include inams 
granted to village servants useful to the community and to 
Government, e.g., to Patels, Kulkarnis and to carpenters, 
blacksmiths, gamots (priests), kazis, Joshis, etc. 

r S) Revenue-free grants of land .—These are usually given to 
local _bodies for educational and charitable purposes, i.e., 
for construction of hospitals, colleges or other public 
works from which no profits are derived. 


In most States which have undertaken land reforms, the different 
types of political and personal inams have been abolished. In 
Madhya Pradesh, the State Government have withdrawn the 
-exemption from land revenue of all inams (except those in merged 
areas). Grants are, however, made to religious and charitable 
institutions either in the shape of money or non-agricultural lands 
free or on nominal rent. In West Bengal alienation of land revenue is 
wholly disallowed. In Bombay, with the abolition of intermediaries, 
the only inams that will continue will be religious and charitable 
inams and inams for village servants useful to Government. 

11. The implementation of land reforms was held up for a time 
Administr ti e because the validity of many of the State Acts 

'machinery 3 V pertaining to these reforms was challenged in 

courts of law and, pending judicial decision, no 
action to enforce the reforms could be taken by State Govern¬ 
ments. Further, the process of elimination of intermediaries was 
•quicker in States like Madhya Pradesh and Uttar Pradesh where 
adequate revenue and administrative machinery were already in 
existence than in the permanently settled areas where there was no 
revenue agency in the villages. The question, therefore, arose as to 
what agency should be employed by the State for the purpose of col¬ 
lecting land revenue and also for compiling villages records and 
discharging other administrative functions in the villages. The 
provisions in this regard fall into two broad categories. Certain 
States, e.g., Madras and Assam, have entrusted these functions to 
■official agencies, while some others favour the choice of village bodies 
like Gaon Sabhas, Anchal Sasans, etc., wherever possible. 


Factors responsible 
■for postponement of 
revision 


12. Apart from the land revenue problems occsaioned by the 
integration of the former princely States 
with the Indian Union and by the various meas¬ 
ures of tenure and tenancy reforms introduced 
by the different States, there have been certain 
problems arising from the abnormal times through which the country 
-passed during and after the last War. Except in the permanently 
■settled areas, periodical settlements are the very basis of land revenue 
■assessment. Several of the previous settlements became due for 
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revision during the last twenty years. These have not been taken up 
for revision, because of the steep fall in prices which occurred in the- 
early ’thirties and later because of inflationary conditions that arose 
during the war. Further, during and after the War, on account of 
the vast expansion of administrative activity, the necessary trained 
personnel to carry out the technical work of settlement of land 
revenue assessment was also not adequately available. These diffi¬ 
culties seemed to indicate that the old settlement procedure was no 
longer suitable. In consequence, different State Governments adopted 
different measures in connection with the assessment and adjust¬ 
ment of land revenue. Some of the measures adopted are described 
below. 


13. One of the measures adopted was the sliding scale of assess¬ 
ment, an experiment which was tried in the 
ment ” 8 SCal * assess ~ pre-Partition Punjab and is still in operation in 
m ‘~ Ul Amritsar district. Under it, the maximum rates 

payable during the currency of a settlement are worked out 
for each assessment circle, on the basis of commutation prices 
(i.e., average of the prices prevailing during the previous 
twenty years); but the assessment at these maximum rates 
was not collected unless the general price level of the chief 
staple products of the district during the marketing season 
of the two preceding harvests was at least as high as the com¬ 
mutation price level. When, however, the price level was lower, 
proportionate remissions from the maximum rates were granted. In 
other words, the assessment was based on the relation of the price- 
levels of the previous two seasons to the commutation price-level 
adopted for the whole period of the settlement. The prices of the 
important crops actually obtaining in the tract were ascertained by 
Government from leading commercial firms and transport and mar¬ 
keting charges deducted therefrom. This gave the average price 
current in the villages. The crops and the periods selected for the 
purpose of calculating prices were different in different areas. The 
crops and the periods taken in the Amritsar district where the system 
still prevails are as follows: — 

Crops Periods 


Wheat . 

Gram 

Toria 

Rice (unhusked) 
Cotton (unginned) . 


. 15 th June to 15 th August 
. 15 th June to 15 th August 
. 15 th December to 31 st January 
. 1 st October to 30 th November 
. 15 th September to 31 st December 


Assessments were then determined by granting remissions over 
the maximum rates determined at the settlement, in units of five per 
cent., i.e., reduction in the maximum leviable assessment is made in- 
terms of five per cent., ten per cent., fifteen per cent., etc. The per¬ 
centage remission was later substituted by remissions in units of half 
anna. In calculating the remission due for any particular year, the 
relation of the harvest index figure to the standard index figure- 
is taken into account. In this manner, the land revenue assessment 
for any year is adjusted to the standard assessment. 
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14. In 1946, the State of Travancore made a departure from the 
usual method of settlements and introduced a 
low flat rate of land uniform levy of fourteen annas per acre of 

Iurai n lncome-fa 8 x 1CUl * land irres P ective of whether it was wet, dry, or 
(Travancore) garden land and of the tenure in which it was 

held. While this was the basic assessment, 
agricultural income-tax was also introduced so that higher agricul¬ 
tural incomes would be called upon to make contribution to the 
State exchequer in addition to the land revenue payable according to 
this very nominal assessment. The basic rate of assessment has since 
been raised to Rs. 1-9-0 per acre. Under this system, there remains 
no longer any necessity for conducting elaborate surveys and settle¬ 
ments while the introduction of the agricultural income-tax ensures 
an element of progression in the taxation of incomes from land over 
a certain level. 


Some States, which deemed it necessary that at least a part of 

Surcharges on land th ? inc ™ ase . , in agricultural income due to high 
revenue prices should accrue to them and at the same 

time found it difficult and also inequitable to 
take up regular settlements to fix assessments on the basis of 
abnormal prices, have imposed surcharges on land revenue as an 
interim measure of taxation. These States are Hyderabad, Punjab 
and Madras. In Bombay, a proposal to introduce surcharges was put 
forward in 1952 but was ultimately dropped. 

15. In Hyderabad, a surcharge is being levied since 1952 at the 
rate of two annas per rupee of land revenue on dry land and one anna 
per rupee of land revenue on irrigated land. The surcharge in this 
State is thus a flat rate and does not take into account the greater 
ability to pay on the part of large landholders. In the Punjab, a sur¬ 
charge has been recently imposed (under an Ordinance promulgated 
in June 1954) which varies according to the area held. Agriculturists 
holding lands between five and thirty acres in area are liable to a sur¬ 
charge of 25 per cent., and those holding lands above thirty acres to a 
surcharge of 40 per cent. The surcharge is applicable to lands in all 
districts except those in which revision of settlement is not yet due. 
In Madras, the surcharge has been levied by an Act passed on 13th 
May 1954 and the rate varies according to the amount of land revenue 
paid. No surcharge is leviable on landholders paying less than Rs. 500 
as assessment, while those paying an assessment of more than Rs. 500 
are liable to pay surcharge on a slab basis at the following rates: — 


Amount of assessment 

1. Rs. 250 of assessment 

2. From Rs. 251 to Rs. 500 

3. From Rs. 501 to Rs. 1,000 

4. Above Rs. 1,000 


Surcharge 

Nil. 

2 annas in the rupee. 
4 annas in the rupee. 
8 annas in the rupee. 


The States of Mysore and Andhra have also similar proposals for the 
levy of a surcharge on land revenue, but the necessary measures have 
not yet been enacted. 


The Madras Land Revenue Reforms Committee has suggested the 
levy of a surcharge on commercial crops such as oilseeds, cotton, 
sugarcane etc. and this recommendation is under the consideration of 
the Madras and Andhra Governments. 



CHAPTER III 

THE BACKGROUND OF AGRICULTURAL INCOME-TAX 

Except for two short periods of nine years in all (1860—1865 and! 
introduction 1869—1873) agricultural incomes have been 

exempt from the general income-tax and, till 
recently, from any income-tax. The Indian Taxation Enquiry Com¬ 
mittee observed in 1925: 

“There is no historical or theoretical justification for the 
continued exemption from the income-tax of incomes 
derived from agriculture. There are, however, adminis¬ 
trative and political objections to the removal of the 
exemption at the present time. There is ample justification 
for the proposal that incomes from agriculture should be 
taken into account for the purpose of determining the rate 
at which the tax on the other income of the same person 
should be assessed, if it should prove administratively 
feasible and practically worthwhile.” 

But the position remained unchanged until the passing of the 
Government of India Act of 1935; and the actual development which 
then took place was that a separate provincial levy on agricultural 
incomes became for the first time possible. The segregation of the 
two types of income and the allocation of agricultural income-tax 
to the States are features which continue unchanged under the 
Constitution. 

2. Bihar was the first State in India to levy a tax on agricultural 
states levying agri-'t incomes - In view of the system of permanent 
cultural income-tax settlement in force in that State, the yield from 
land revenue was small and inelastic. With the 
separation of Orissa, the needs of the Government of Bihar for addi¬ 
tional revenue increased. Besides, that Government had to make 
up the loss of revenue it incurred with the introduction of prohibition 
in certain areas of the Province. Thus for the first time after a 
lapse of nearly 60 years, income from agriculture was subjected ta 
tax. The Bihar Agricultural Income-tax Act of 1938 was passed 
and, at intervals, a certain number of other States followed suit. 
Twelve States now levy the tax: 

(1) Bihar, 

(2) Assam, 

(3) Bengal, 

(4) Orissa, 

(5) Uttar Pradesh, 

(6) Hyderabad, 

(7) Travancore-Cochin, 

(8) Madras, 

(9) Rajasthan, 

(10) Coorg, 

(11) Bhopal, and 

(12) Vindhya Pradesh. 
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It may be said of some of these States that it was the existence of 
big landlords under the permanent settlement or of large planta¬ 
tions of a commercial character that drew the attention of the 
Governments to the desirability of levying this tax. A late-comer 
in the field, Madras has restricted the tax to incomes from planta¬ 
tions. In the former princely States constituting Hyderabad and 
Travancore-Cochin, agricultural income along with non-agricuhural 
income had been taxable before the integration of those areas with 
the rest of India; after integration, only agricultural income-tax is 
levied by the State Governments. 

3. The receipts from agricultural income-tax in the different States 
Receipts from agri- have been as follows: — 
cultural income-tax 


Table 1 . — Receipts from agricultural income-tax 


(In lakhs of Rupees) 


States 

I940~4I 

1945-46 

1950-51 

1951-52 

1952-53 

1953-54 1954-55 

Bihar 

15 

31 

69 

57 

46 

35 

22 

Assam 

39 

49 

79 

9i 

1,08 

89 

69 

West Bengal 



63 

64 

6l 

63 

64 

Orissa 

. 


10 

13 

7 

8 

8 

Uttar Pradesh 

. 


1,38 

1,00 

71 

58 

36 

Hyderabad . 

• 

' - 

.. 

II 

3 

5 

5 

Travancore-Cochin 

. 



99 

96 

90 

90 

Madras 

• 

. • 

.. 

. . 



7 * 

Coorg 

. 




14 

15 

10 

Rajasthan (1-4-1954) 







15 

Bhopal 



.. 

. . 



2 

Vindhya Pradesh . 




. . 

I 

I 

3 


♦Estimate. 


4. The Constitution, under Article 366, specifies that ‘agricultu- 
r , al „ income’ shall mean agricultural income as 
Sdtoalkicomt’ 8ri " defined for the purposes of the enactment relat- 

rat income ing to Indian Income-tax. Accordingly, all 

States which levy an agricultural income-tax adopt the definition 
contained in the Indian Income-tax Act, with a few slight modifica¬ 
tions to suit local conditions. Section 2 (2) of the Indian Income-tax 
Act, 1922, defines ‘agricultural income’ as follows: — 


(a) any rent or revenue derived from land which is used for 
agricultural purposes and is either assessed to land 
revenue in the taxable territories or subject to a local rate 
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assessed and collected by officers of the Government as 
such; 

(b) any income derived from such land by— 

(i) agriculture, or 

(ii) the performance by a cultivator or receiver of rent- 
in-kind of any process ordinarily employed by a 
cultivator or receiver of rent-in-kind to render the 
produce raised or received by him fit to be taken 
to market, or 

(iii) the sale by a cultivator or receiver of rent-in-kind 
of the produce raised or received by him, in respect 
of which no process has been performed other than 
a process of the nature described in sub-clause (ii); 

(c) income derived from any building owned and occupied 

by the receiver of the rent or revenue of any such land, 
or occupied by the cultivator, or the receiver of the 
rent-in-kind, of any land with respect to which, or the 
produce of which, any operation mentioned in sub¬ 
clauses (ii) and (iii) of clause (b) is carried on: 
Provided that the building is on or in the immediate vicinity 
of the land, and is a building which the receiver 
of the rent-in-kind by reason of his connection with the 
land, requires as a dwelling-house, or as a store-house, or 
other out-building. 

•Though the definition is clear, occasionally questions have been 
raised whether particular incomes are agricultural or non-agricul- 
tural. Most of these disputed points have, however, been settled by 
judicial decisions. The following incomes are also now held to be 
agricultural incomes:— 

(i) income derived from the letting out of pasture land pro¬ 

vided the animals pastured are agricultural animals; 

(ii) amount paid by mortgagor-lessee to the mortgagee 

under usufructuary mortgage, whether or not the 
amount is or ought to be appropriated towards the 
principal or interest of the mortgage or to any other 
purpose; 

(iii) malikanas payable to a proprietor in lieu of surrender of 

all his proprietary rights, to a transferee, which is pay¬ 
able whether or not the lands are used for agricultural 
purposes; 

(iv) interest payable on arrears of rent on the ground that 
it is not payable for use of the land but as compensa¬ 
tion for delay in payment. 

5. Agricultural income-tax is charged for each financial year in 
fates of tax in accordance with and subject to the provisions 

different State s the State Acts, on the total agricultural 

income of the previous year of every ‘ person ’ 
which term includes an association of individuals, undivided Hindu 
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family, a firm or a company. The rates of- levy, in some States 
have been laid down m the enactment itself while in a few others 
the rates are fixed annually under the Finance Acts. For the sake 
■of administrative convenience as also on considerations of equity, 
the States have prescribed an exemption limit and have laid down 
that annual incomes below the limit will not be assessable to tax. 

The exemption limits and the rates of the tax have in no State 
remained constant. The former have been reduced and the latter 
increased as occasion seemed to demand. In a few States, incomes 
have begn subjected also to super-tax. When Bihar first levied the 
tax in 1938, the prescribed exemption limit was Rs. 5,000. The rates 
were also lower than at present—the minimum was six pies in the 
rupee on incomes exceeding Rs. 5,000 and the maximum was 30 pies 
in the rupee on incomes exceeding Rs. fifteen lakhs. Today, the 
-exemption limit is Rs. 3,000, the minimum rate is nine pies in the 
rupee with a maximum rate of four annas per rupee for incomes 
•exceeding. Rs. fifteen lakhs and in addition, there is a surcharge on 
incomes exceeding Rs. 25,000 at rates varying from a minimum of one 
anna in the rupee on incomes not exceeding Rs. 35,000 to a maximum 
of five annas and three pies in the rupee on incomes exceeding Rs. ' • 5 
lakhs. In Travancore-Cochin, the exemption limit was originally 
fixed at Rs. 2,000 but was later increased to Rs. 3,000. The rates vary 
from a minimum of nine pies to a maximum of four annas in the 
rupee on incomes exceeding Rs. 25,000. In addition, super-tax is 
levied on incomes exceeding Rs. 45,000 at rates varying from 1£ annas 
to six annas. In Bengal also, the rates originally fixed were lower 
than the present rates. The exemption limit is fixed at Rs. 3 000. 
Further, persons possessing land not exceeding 80 bighas are also 
exempt. Uttar Pradesh has a similar exemption limit- Rs 3 000 or 
cultivated area not exceeding 50 acres. But the rates of tax are 
much higher, the minimum rate is one anna against nine pies in 
engal, and a super-tax is also levied on incomes exceeding 
Rs. 25,000 at rates varying from one anna to five and a quarter 
annas in the rupee. The exemption limit in Orissa has been 
Rs. 5,000 since the beginning, but the maximum rate has recently 
been raised from three annas in a rupee to twelve annas six pies in a 
rupee. The exemption limit in Madras is Rs. 3,000 and the minimum 
rate is nine pies and the maximum rate is four annas in the rupee 
Hyderabad has the highest exemption limit and the lowest rates of 
tax. The exemption limit is Rs. 10,000 and the rates vary from six 
P1 u?i t0 ^ three annas - The exemption limit in Rajasthan is Rs 6 000 
while the rate of tax varies from six pies to two annas and four pies 
m J 1 fj t ’ upee ' In Coor g> the exemption limit has been fixed at Rs 3 500 
and the minimum rate is six pies in the rupee, the maximum rate 
being four annas in the rupee. 


Detailed information regarding the exemption limits, the rates 
of tax (including super-tax), etc., is given in Statistical Appendix 2. 

6 . The tax rates in all the States are based on the ‘slab system’. 
Effect of tax on s ^b of Rs. 1,500 is exempted from this 

agricultural incomes tax. In Orissa, the tax-free slab has been fixed 
at Rs- 3,000. 
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The effect of the tax on different groups of agricultural income 
in some of these States is shown below:— 

Table 2 .— Effect of agricultural income-tax on certain groups of 

agricultural incomes 


States 

Income 

groups 

Rs. 

5,000 

Rs. 

10,000 

Rs. 

25,000 

Rs. 

50,000 

Rs. 

1,00,000 



Tax Burden 




Bihar . 


164 

633 

3,914 

12,352 

34A95 

Assam . 


164 

555 

3,836 

10,086 

22,586 

West Bengal . 


164 

555 

3,367 

9,617 

22,117 

Orissa . 


163 

373 

2,717 

13,186 

43,811 

Uttar Pradesh 


219 

688 

3,031 

10,469 

32,968 

Hyderabad 


109 

422 

2,931 

7,636 

17,046 

Travancore-Cochin . 


164 

633 

3,758 

12,664 

37,°39 


7. Apart from levels of income which are exempted, there are 
Fxemntiom also of agricultural incomes which are 

p exempted, such as:— 

(i) any income derived from a house or building which is in 
actual use and occupation of the receiver of rent or 
revenue or the cultivator or the receiver of rent-in-kind 
as the case may be; 

(ii) any income derived from property held under trust or 
other legal obligation wholly for religious or charitable 
purposes and, in the case of property so held in part 
only for such purposes, the income applied or finally set 
apart for application thereto; 

(iii) any income received by a person as shareholder out of 

the agricultural income of a company which has certi¬ 
fied that it has paid or will pay the tax in respect of the 
agricultural income of the company; 

(iv) any income received by a person as his share out of the 
agricultural income of a firm or association of indivi¬ 
duals if tax has been levied on the agricultural income 
of such firm or association; and 

(v) any sum received by a person out of the agricultural 

income in respect of which tax has been assessed on the 
common manager, receiver or any court of wards, etc. 

8 . From the gross agricultural income derived by an assessee, 

. the following principal deductions are allowed 

procedure 11 by the States in computing the assessable 

income: — 

(1) actual payment of revenue to the State or of rent to the 
superior landlord; 

actual Dayment of any local rate or cess including irriga- 
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(3) collection charges at a prescribed per cent, (which varies 
from 12 to 20 per cent.) of the amount of rent or reve¬ 
nue; 

(4) actual expenses incurred on the maintenance (i) of any 
irrigation or protective work for the benefit of the land 
or (ii) of any capital asset required for the collection of 
rent; 

(5) interest paid on any amount borrowed and actually spent 
on any capital expenditure incurred for the benefit of 
the land; 

(6) depreciation at prescribed rates (which are different in 
different States) in respect of any capital asset purchas¬ 
ed or constructed for the benefit of the land; 

(7) interest paid on any debt (including mortgages) or other 
capital charges incurred for the benefit of the land; 

(8) any malikana or amount of interest on natural calamities 
loans actually paid; 

(9) expenses of cultivation, including those incurred qn the 
maintenance of agricultural implements and cattle, and 
expenses for transporting the produce to market; 

(10) any tax, cess or rate paid on the cultivation or sale of the 
produce; and 

(11) subject to prescribed restrictions, any sum paid by an 
assessee to effect an insurance or to make a contribution 
to a provident fund. 


For enabling proper assessment to be made, an assessee is asked to 
maintain elaborate accounts. While this is possible for the bigger 
farmers, companies and owners of plantations, the small farmers find 
it extremely difficult to comply with all the requirements of the tax 
provisions. Certain States adopted in the past a simple method of 
assessment under which an agriculturist was presumed to have earned 
an income equal to a specified multiple of the rent received from the 
land. The agriculturist had the option of having his taxable income 
from agriculture determined either on his books of accounts or on the 
basis of this multiple. The system has, since 1948, been abandoned 
in Bihar because of difficulties in fixing the operative multiple for 
each area as also on account of a noticeable abuse of this option by 
the assessees. In Bengal too, the system has been discontinued. 
Uttar Pradesh, however, continues the practice of offering an alter¬ 
native. The multiple was originally fixed at the maximum of seven 
and a half times the rent of the land, and the Board of Revenue was 
authorised to fix the operative multiple for each district or portion 
thereof within the prescribed maximum. The maximum has since 
been raised to twelve and a half times the rents, in view of recent 
increase in the prices of agricultural produce. It has also been laid 
down that once an assessee decides to exercise the option of being 
assessed under this system, he will not be entitled to vary the method 
of computation of his income except with the permission of the Board 
of Revenue. This has reduced the possibility of abuse of the facility. 
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9. For certain special types of agricultural income, a separate 
assessment procedure is laid down. The provi- 
Assessment of special sions relating to the assessment of special types 
Incomes 0 * agr cultural of agricultural incomes like those of a Hindu 
" " ! undivided family, a trustee, a manager, a receiv¬ 

er, a non-resident assessee, etc., are generally the same in most of 
these States and are explained below in brief: 

(i) Hindu undivided family. —The total agricultural income of 
a Hindu undivided family is treated as the income of an individual 
and assessed as such in Bihar, Orissa, and Hyderabad. If, how¬ 
ever, the Hindu undivided family consists of brothers only, or of 
brothers and their sons, the totaf agricultural income is assessed 
at a concessional rate. The laws in operation in West Bengal and 
Travancore-Cochin have no specific provision regarding the assess¬ 
ment of Hindu undivided families, but it appears that the total income 
is assessed as that of an individual as in the aforesaid three States. 
In Uttar Pradesh it has been provided that the tax on agricultural 
income of a Hindu undivided family should be so assessed that the 
share of the amount which a coparcener receives on partition of the 
property has to be treated as the separate income of each coparcener 
and liable to tax as such, provided, firstly, that the father and the 
son or the son’s son should be deemed to be one coparcener and, 
secondly that the income derived by a woman from her stridhan pro¬ 
perty is not included in the agricultural income of the undivided 
family. 

(ii) Person holding land for the benefit of several persons.— If a 
person holds agricultural land on trust from which income is derived 
wholly for the benefit of others or partly for his own benefit and 
partly for the benefit of another, tax is assessed on the total income 
at the rate which would be applicable if such person had held the 
land as his personal property and exclusively for his own benefit. 
The tax so payable is assessed on the persons holding such land. 

(iii) Common manager, receiver, etc.—When a person holds land 
as the common manager, as a receiver, or as an administrator on 
behalf of persons jointly interested in such land, the aggregate of the 
sums payable as agricultural income-tax by each person is recover¬ 
able from the common manager, receiver, or administrator who is 
deemed to be the assessee in respect of the tax payable by each such 
person. 

(iv) Court of Wards, Administrator-General, etc .—In the case of 
agricultural income which is received by the Court of Wards, the 
Administrator-General, or the Official Trustee, the tax is levied upon 
and recoverable from these persons in the same manner as from the 
person on whose behalf such income is received. 

(v) Non-residents.—In the case of persons residing outside the 
State in which the tax is levied, all agricultural income accruing to 
such persons whether directly or indirectly through or from any land 
within that State, is deemed to be received in that State and is 
chargeable to the agricultural income-tax of that State. 

10. In Uttar Pradesh, the administration of the agriculturar income- 
Admmistration tax is trusted to the district revenue officers. 

Other States have a separate Agricultural 
Income-tax Department. The administrative provisions regarding 
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submission of returns, assessment, appeal or revision, etc. are more 
or less similar in all the States. These are briefly indicated below: — 

(a) Return of income .—The return is generally required to 

be furnished within 60 days of the publication of the 
notice calling for such return. The time for submitting 
the return is extended if the assessing authority is satis¬ 
fied that adequate reasons exist for such extension. The 
assessee can furnish a revised return at any time before 
the assessment is made if he discovers any omission or 
wrong statement in the original return. 

(b) Assessment .—If the agricultral income-tax authority is 

satisfied that the return furnished is correct and com¬ 
plete, it is open to him to make an assessment on the 
basis of the return. If not, he serves a notice on the 
assessee requiring him to produce necessary evidence 
in support of the return. When an assessee fails to furnish 
a return or avoids compliance with the terms of the 
notice duly served on him, the assessing authority usually 
proceeds to assess the tax on a discretionary basis. 

(c) Appeal and, revision .—In all the State enactments relating 

to agricultural income-tax, there is provision for appeal 
and revision against an order of the lower assessing 
or appellate authorities. The appeal has to be submit¬ 
ted in the prescribed form and within the prescribed 
time. The appellate authority cannot only confirm, 
reduce, or annul an assessment, but can also increase the 
assessment. No enhancement of an assessment can, 
however, be made by the appellate authority unless the 
assessee has been given a reasonable opportunity of 
being heard. More or less the same procedure is adopted 
for revisions against the orders of the appellate autho¬ 
rity. West Bengal and Hyderabad have Appellate Tri¬ 
bunals. In other States, the Boards of Revenue are the 
final revisional authorities; any appeal from their orders 
lies to the High Court, but only on questions of law. 



CHAPTER IV 


PROBLEMS OF FUTURE POLICY AND THE CHANGING 
SIGNIFICANCE OF LAND REVENUE 


In the last three chapters, we have briefly outlined the develop- 
Introductor ment of land revenue and, as auxiliary to it, of 

J 4 ' agricultural income-tax. It is now necessary to 

consider certain features of that development from the standpoint of 
future policy. In the same connection, it is also necessary to give 
some account of the changes which have occurred in the signi¬ 
ficance of land revenue as an item of contribution to the exchequer 
and as an item of burden on the agriculturist: how this signi¬ 
ficance has altered from time to time, and indeed undergone 
very substantial modification since the early days of the introduc¬ 
tion of the land revenue systems. This, we may note, has happened 
in two ways, both of them external to the systems themselves. 
First, there have been the vast changes in agricultural economy, 
including the big upward price movements of agricultural produce, 
in the perspective of which land revenue has shrunk in dimension. 
Secondly, there has been the transformation of a simple fiscal sys¬ 
tem. with land revenue as its main feature, into something much 
wider and more diversified: in other words, into the complex system 
of the present day in which income-tax, customs, excise and the 
many State taxes, including the sales tax. have come to claim a 
place which, in some instances, far exceeds in importance than that 
occupied by land revenue. 

It is not possible within the compass of this Report, and not 
requisite for our purpose, to deal in great detail with any of these 
matters. Only a brief and general account of them will, therefore, 
be attempted. We will begin by drawing attention to certain 
issues of future policy; point out how the consideration of the 
altered economic and fiscal significance of land revenue is ger¬ 
mane to many of these: and then proceed to examine the changes 
which, over broad periods, have taken place in that significance. 

2. To a large extent, the issues we have in mind are implicit in 
the alternative lines of future policy concern- 
is V* e J ing land revenue which may be theoretically 

policy 1 ° U suggested and which in fact have often been 

concretely advanced. There are also other 
issues which perhaps are best set out as arising from measures which 
have been, or are being, undertaken by different State Governments 
as solution of some of the more pressing problems which land revenue 
has presented to them. As a convenient method of considering these 
questions, we set down below, in the shape of proposals and measures, 
the contexts in which the issues may be said to arise: — 


(i) First, there are the proposals which aim at the wholesale 
replacement of land revenue by an alternative system of taxation, 
on the ground, among others, that land revenue as it obtains is an 
inequitable burden on the majority of those who have to pay it. 

206 
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.Among the complete substitutes advocated are: agricultural in- 
«come-tax, a combination of agricultural income-tax with a system 
-of low flat rates of land tax and, lastly, a sales tax on agricultural 
produce at the point of sale by the agricultural producer. 

(ii) Secondly, there is a set of suggestions which, as distin¬ 
guished from the first, involves the substantial retention of the 
present system of assessment and re-assessment of land revenue, 
through the processes of survey classification, settlement and 
periodical re-settlement. For example, these proposals do not con¬ 
template any radical change either in the small local area (usually 
the taluka) or the numerous local factors (including local prices 
and their fluctuation) to which each operation of re-settlement is 
confined. What the suggestions do envisage in a positive manner 
is a modification of the present system in order to ensure (a) a 
lower burden on the payer of land revenue in the event of the 
prices going down and (b) a larger revenue to Government in the 
event of the prices going up. This is sought to be brought about 
by a sliding scale of revenue correlated to prices. The scale is to 
be applied and the assessment reduced or increased every year or 
-every two years, but not at much longer intervals. 

(iii) There is a third context, one arising from certain meas¬ 
ures taken by various State Governments, in which both the pre¬ 
sent burden of land revenue and the relation of land revenue to the 
prices of different crops become relevant. The measures are in the 
form of surcharges on land revenue. The underlying idea is that, 
with the system unaltered, larger revenue may nevertheless be 
secured for Government by levying a State-wide surcharge on the 
larger assessments or the bigger holdings or the more paying com¬ 
mercial crops. The experiment of surcharges, whether merely at 
the stage of a proposal as in certain States or already imposed as in 
certain others, has some points of similarity with the device of slid¬ 
ing scales in so far as that is related to rising -prices. (The Punjab 
sliding scale, which we have elsewhere described, is concerned only 
with falling prices except when prices rise at levels below the com¬ 
mutation prices ). Both aim at getting a larger contribution from 
the higher agricultural incomes made possible by higher agricultu¬ 
ral prices. They aim at doing so even during the pendency of 
resettlement and may, therefore, be said to recognise that the manner 
and the period of the present guarantee are unsuitable at certain 
price levels or for certain levels of agricultural income. Moreover, 
there is no attempt in either case (as there is in agricultural 
income-tax) to relate the additional levy to ascertained income and 
to a relatively high income levels. The object, in both cases, is to 
secure larger revenue with little or no disturbance of the existing 
system, when price and other conditions are propitious for the 
purpose. 


3. The first of the contexts of future policy we have mentioned is 

Proposals to renlace of total replacement of land revenue as 

land revenue : agri- ! 3eir !§ an inequitable levy. The issue of equity 
•cultural Income-tax is important only if land revenue, at the 
present levels of assessment, can be regarded as 
an unduly heavy burden on the majority of farmers. It is all the more 
necessary to consider this question, as we will do later, since it seems 
"to us obvious that none of the alternatives cited can be an effective 
substitute for land revenue from the point of view of the finances of 
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State Governments, though some of the measures suggested, such 
as agricultural income-tax, may indeed be extremely appropriate as 
features supplementary to land revenue itself. It is only necessary to 
recall that in most States, the proportion of the number of holdings 
under five acres to the total holdings is more than 50 per cent., while 
those under ten acres account for 75 per cent., in order to realise how 
inadequate agricultural income-tax would be as a substitute for land 
revenue, from the stand-point of the revenues of State Governments. 
To this consideration would have to be added the important develop¬ 
ment implied in recent land reform policies; those policies will have 
the effect of further reducing the number of large holdings and, con¬ 
sequently, of large incomes from agriculture. Agricultural income- 
tax will undoubtedly be significant as making for the greater equit- 
ability of land taxation as a whole, inclusive of land revenue; it 
obviously cannot replace land revenue in the sense of constituting a 
roughly equivalent source of income for State Governments. 


4. The more general adoption of a system such as prevails in 
Travancore-Cochin, whereby certain flat rates 
Low flat rates of land 0 f tax on land are combined with the levy of 

with agricultural an agricultural income-tax is equally out of the 
income-tax question if viewed as an alternative to the pre¬ 

sent system of land revenue assessment. There 
are certain features peculiar to that State—such as the relative homo¬ 
geneity of the land and of the manner of its cultivation, besides the 
relative preponderance of plantations from which agricultural 
income-tax is derived—which may be said to have facilitated the 
-ntroduction of such a system in the area of the former princely State 
of Travancore. In its application to other areas, however, where these 
conditions do not prevail, it is clear that a low flat rate, unless pitched 
so very low as to involve the sacrifice of considerable revenue, will 
be inequitable in its operation. As pointed out by the Madras Land 
Revenue Reforms Committee, 1951, in their second report, “A low 
flat rate will be inequitable even as between the numerous varieties 
of dry land. To allow for lands cultivated wet with water from the 
irrigation sources, we will have to have, any way, a scheme of water 

charges, besides the basic rate and the (agricultural) income-tax. 

A flat charge for water would be quite unjustifiable, as not allowing 
for the importance of the sources of the fertility of the land; and this- 
would be particularly so in the case of the big projects which have 
been embarked upon on the express stipulation of a certain return 
with reference to which the water charge has been fixed; and such 
a flat charge would more pointedly be an even more arbitrary element 
along with an arbitrary flat rate, and constitute, therefore, an 
all the more unsatisfactory substitute for the present consolidated 
assessment; and as it will have to be pitched low, it would mean 
a considerable reduction on the present total income from wet 
lands.” 


5. The third alternative we have mentioned is a tax on agricul- 
™ tural produce. The position today in most of 

producer States is that the sale by an agriculturist of 

his own produce is exempted from the sales 
tax; we have elsewhere recommended that this position should con¬ 
tinue, but that a low multiple-point sales tax should be imposed on- 
sales of goods, including sales of agricultural produce, when these 
take place at a subsequent stage, i.e., when the sale is by a dealer 
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• other than the primary producer. But what we have to consider 
here is a different proposal, viz., that, as an alternative to land reve¬ 
nue, a sales tax should be levied on all primary agricultural pro¬ 
ducers when they sell their crops. One of the grounds cited in justifi¬ 
cation of this suggestion is that the incidence of such a tax, as dis¬ 
tinguished from that of land revenue, will be appropriately heavy 
on the larger landholders, while the small landholder, to the extent 
his crop is consumed and not sold by him, will not have to bear the 
tax at all. Whatever the validity of these arguments, there is no 
doubt about the administrative and financial difficulties which the 
scheme itself will involve. All agriculturists, except the very small 
who are exempted, will have to keep accounts of their sales, submit 
returns and pay the tax at regular intervals. In the majority of 
cases, the landholder will be incapable of maintaining the requisite 
accounts; he will, therefore, be at the mercy of the officers entrusted 
with the work of assessment and is likely to be subjected to a type of 
harassment which it is one of the aims of the land revenue system 
to reduce to a minimum. If, for this reason, the exemption limit for 
the sales t^x (in terms of turnover of crops marketed) is pitched 
relatively high, the loss in revenue will be substantial; while if it is 
pitched low, there will be a considerable number of small agricul¬ 
turists on whom the effect of the system is likely to be as we have 
described. 

6 . In these circumstances, and particularly in view of the financial 
Inadequacy of needs of State Governments in the context of 

alternatives the implementation of their development 

schemes, a majority of which are for the benefit 
of the rural areas, it is difficult to envisage any real substitute for 
land revenue. The States realise about 70 crores from this source, 
and no alternative method which has so far been suggested is likely 
to yield a revenue which even approximates to that figure. This, as 
we have indicated, makes it all the more important to examine 
whether by and large the present levels of assessment of land revenue 
represent an undue burden on the agriculturist. 


7. We may now turn to the second and third contexts mentioned 


:Sliding scales and 
^Surcharges 


above. As we have pointed out, the proposals 
for sliding scales and surcharges have this in 
common, viz., that the broad basis of the land 


revenue system is to remain as at present, but features are to be 
introduced which either relate the amount of revenue to fluctuating 
price levels or, on the assumption that the current levels are higher 
than at resettlement, ensure for the exchequer a large payment from 
those whose assessments or holdings are above a particular size or 
whose income may be assumed to have specially benefited from the 
nature of • the crops—cotton, oilseeds, etc.—they happen to have 
grown. In a sense, both sliding scales and surcharges represent an 
endeavour to introduce into the land revenue systems an element of 
responsiveness to changes in prices and incomes, over short periods, 
which the systems had not been designed to contain as they origi¬ 
nated and developed in different parts of the country. It is relevant, 
therefore, to note here the fact that the fiscal system as a whole has 
expanded and become diversified and that there are other taxes 


today-—the agricultural income-tax, for example, and more recently 
the sales tax—which, in a supplementary capacity, can be made use 
•of for purposes for which land revenue mav be ill-suited. This 
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observation concerning unsuitability should not be taken to apply 
to all categories of surcharges on land revenue or to all types of 
sliding scale that can be designed for the purpose of roughly relating 
land revenue to the changing levels of prices. Thus, where assess¬ 
ments in two different areas are very dissimilar, though the areas 
themselves are comparable in all significant respects, and the dis¬ 
parity in assessment is due to the widely different times at which the 
areas were settled and re-settled, a special surcharge for equalising 
the levels of assessment—or at any rate for reducing the disparity 
between them—would not be open to the same objection as the other 
surcharges mentioned. Nor would our observation apply to a sur¬ 
charge on land revenue by a local body for providing local services; 
and here we may note in passing that a surcharge on the basis of 
the largeness of the holding or of its assessment, or one related to 
the nature of the crop grown, would be likely to be more acceptable 
if locally levied with reference to varying local conditions, and local¬ 
ly utilised for the benefit of the village, taluka or other local area 
concerned; moreover, such a surcharge would be more justifiable than 
one super-imposed on a State-wide basis and with a State-wide uni¬ 
formity of rates and exemptions on the present pattern of land reve¬ 
nue assessments. A further instance to which the criticism of un¬ 
suitability would not apply is a sliding scale which aims at making 
readjustments over relatively long intervals, such as a period of ten 
years, and over relatively large areas, such as an entire State or one 
whole homogeneous region of the State; such a device would be 
materially different from the type we have previously mentioned 
and could not be described as the introduction into land revenue of 
a feature which more appropriately belongs to agricultural income- 
tax. We would emphasise that the actual pattern of land revenue 
assessments, as this obtains in any particular ryotwari State, is based, 
among other things: firstly, as between different areas, on the 
chronological accident as to when each of them was settled and re¬ 
settled; and, secondly, in respect of each area, on the local factors 
(including prices), and the subsequent variations in those factors as 
adjudged at settlement and revision. It is to this pattern that a 
State-wide surcharge would be related; and it is in the context of 
the same pattern that the taluka-wise sliding scale would, from year 
to year, further vary the assessment on the basis of local changes 
in prices. At the same time, both surcharge and sliding scale, as 
we have indicated, are essentially based on the perfectly valid idea 
that, when prices go up or down as much as they have in the last two 
decades, some increase of land revenue or decrease in its burden are 
called for from the points of view of the Government and the land¬ 
holder. The difficulty is that of fitting the idea into the system; a 
difficulty, moreover, which cannot be solved by the heroic remedy 
of replacing the system itself; for that, as we have seen, is wholly im¬ 
practicable. The issues which thus emerge are such as need to be 
considered in the light of the basic features of the land revenue 
systems and of the manner in which those systems have operated at 
different price-levels and of different degrees of fluctuation in those 
levels. For reasons we shall presently mention, such an examina¬ 
tion—in relation to the unit of resettlement for example, which still 
remains the taluka, or to the main factor at resettlement which 
continues to be the variation in local prices—is particularly import¬ 
ant in the context of what may be described as the ryotwari system 
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8 . The system of land revenue settlements as it developed in 

ryotwari States like Madras and Bombay is 
Co " v '*' r f 1 ence , *° “ among the more notable achievements of British 

tenure” asis ° ru le. That system is on trial today. It may be 

said to have been on trial ever since the 
depression of the thirties. Whether it can be adapted to the 
increasing needs of the exchequers of the different States, the 
changing pattern of the country’s agricultural economy, and, in 
particular, the more 'frequent and more violent fluctuations in 
agricultural prices that have been a feature of the last three 
decades, are issues of very great importance in the determina¬ 
tion of future policy. The question is of more than usual signi¬ 
ficance today because of the land reforms which are in the pro¬ 
cess of introduction or implementation in the ‘Zamindari’ States, i.e., 
in those areas in which land revenue was in the past settled, either 
on a permanent basis or for a definite period, with persons who were 
intermediaries between the occupant and the State. In all these- 
areas there is now taking place a transformation of tenure from 
zamindari to ryotwari, and from permanent settlement (where that, 
existed) to settlement for a temporary period. The major diversity 
m the land revenue systems of India, therefore, to the extent that: 
such diversity was based on a fundamental difference in tenures is 
now fast coming to an end. The country-wise pattern that is evoiv- 
n a !s that of the ryotwari tenure and of land revenue settlements 
conforming to such tenure. 

9. Undoubtedly, there will be a number of transitional stages to 

Transitional stages be , tr j ve ^ d a " d transitional problems to be 
and problems solved. Ihus, for a period which may be com- 

. paratively long as in Uttar Pradesh, or relative¬ 

ly short as m certain other States, ‘rent’ may be collected from the 
occupant, instead of ‘assessment’ in the normal sense; in other words 
the levy by Government may be analogous to the older levies by the 
zamindar rather than to the assessment levied in ryotwari States 
Eventually, however, assessment will have to be fixed in one or more 
of the ways obtaining in the ryotwari States, and the systems which 
will develop will, therefore, broadly be of the type that has been 
evolved in one or another of the major ryotwari States. Another 
transitional problem will be that of the large tracts that are still 
unsurveyed and unsettled in many of the Part B States as also in 
certain areas of the Part A States, including some of those talukas of 
the princely States which are now merged in Bombay, Madhya 
Pradesh, Orissa and other former ‘Provinces’. Here too after the 
initial process of survey and classification, the problem will arise of 
re-fixing the present ad hoc assessments on a more scientific basis 
guaranteeing their duration and deciding on the manner in which 
resettlement shall be done when it becomes due. A third set of fac¬ 
tors calling for interim solution will be the differences in level of 
assessment between the different areas now brought together under 
the administration of one State Government, whether this has han- 

3 U T n ” °t !? rmer P rmcel y States, as in Rajasthan and 
baurashtra, or through the merger of new areas in one of the older 
Provinces now constituting the Part A States. Here a process of 
assimilation of rates will be inevitable, if only to the extent of elimi- 
levehf the m ° re gIaring dis P arities between different assessment 



212 


10. Thus, two of the major events of the last few years, viz., land 

The rvotwari oattern reforms an d integration, have had one common 
affect, namely, that of tending to bring the basic 
structure of land tenures, and in relation to them of land revenue, 
into very substantial conformity with the pattern which existed in 
the ryotwari States. A common problem of all-India importance, 
therefore, is the future of the periodical ryotwari revenue settlement. 
As we have indicated, the smooth course of that system may be said 
to have ended during the depression of the thirties. Ever since then, 
there has been the phenomenon of State Governments postponing 
the revision of settlements, where the revision had already 
become due. In the particular price situation which had super¬ 
vened, there was in effect a dislocation of the assumptions on 
which the system of settlement, and in particular the scheme 
of resettlement, is based. Those assumptions include the continuance 
of a fnore or less stable price level over a relatively long period, 
usually 30 years. It was this very assumption that was thrown open 
to doubt by the depression. The prices to be taken into account for 
re-settlement would have had to be thpse of the pre-depression 
years; these had visibly collapsed and the Governments considered 
it impracticable to proceed with operations which might imply for 
the cultivator a level of assessment which at the time was bound to 
appear to him to be wholly unjustifiable. The opposite situation of 
inflation, which came about in the forties, had again the same effect 
on the prospects of carrying out re-settlements already due. Any 
revision of settlement at that time would have had to be related to 
the much lower prices of the period of depression; it would therefore 
have involved, for the next thirty years or so, a much smaller revenue 
for Government than might have resulted if the prices could be 
assumed to remain at a high level. 


11. Just as the depression gave rise to the sliding scale experi- 
Effect of price ment of Punjab, so inflation, and its accompani- 

fluctuations ment of higher agricultural incomes, may be 

said to have given rise to experiments with sur¬ 
charges. In either case, as we have pointed out, the idea was to 
continue the system of re-settlement as it was, but by these devices 
to ensure either a smaller burden for the occupant when prices went 
down, or a higher revenue for Government when the ability to pay 
could be said to be greater. But the assessments themselves were, in 
the circumstances stated, different for different areas. Taken as a 
whole, they failed to conform even broadly to the prevailing price 
conditions; individually, there was much disparity between one'area 
and another. This was inevitable because the original settlements 
and thereafter the resettlements took place at different periods and 
therefore in relation to different price levels. The main stress undei 
which the orthodox revenue resettlement has tended to break down 
has, therefore, been the stress of price fluctuations. 


12. At the same time, as we have said, the orthodox ryotwar 
settlement is of more than usual significance 
today; all the other systems are tending to con 
verge to it, and the future of the ryotwari settle 
ment may be regarded as the future of the land 
revenue system of India as a whole. We may briefly recall certain 
features of this type of settlement as it has developed in the majo 


Main features of 
settlement and 
re-settlement 
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ryotwari States, such as Madras and Bombay, with which in this 
context may be classed the mahalwari State of Punjab. 

There are first of all the operations of ‘survey’ and ‘classification’, 
and along with them of ‘settlement’. The survey consists in mapping 
out the village as a whole and then the individual plots of occupants, 
physically demarcating the boundaries of different plots, preparing a 
‘record’ for each such plot or holding, entering therein the rights 
which different persons have in the piece of land and so on. The 
operation is obviously one basic for the revenue administration of 
the village. Through it comes into being the ‘record of rights’ 
which serves as the basis for settlement of disputes and for collec¬ 
tion of land revenue from the person responsible for its payment; and 
the record has the further importance that it contains data valuable 
for a number of important policies of Government. The other opera¬ 
tion, viz., classification, is more intimately connected with the fixation 
of assessment itself. Factors such as quality of soil and availability of 
water are gone into in great detail and data collected for the grada¬ 
tion of the land in relation to the standard of assessment adopted. 
Along with survey and classification goes the settlement itself; and 
this consists in the settlement officer enquiring into a number of 
factors germane to the fixation of the different levels of assessment. 
Thus, rent statistics are collected, nearness to markets is gauged, 
facilities of trade and commerce determined, and a number of other 
considerations brought under review which would be relevant for 
fixing the level of assessment. Assisted by his trained staff, the 
settlement officer has to visit all, or nearly all, the villages of the 
particular area settled. The combined operation thus takes a fairly 
long time. It is obviously not one which, within the resources of 
trained personnel available, can be undertaken simultaneously in 
more than a few districts or talukas. This was so even at the best 
of times in the more leisurely past; and, from the point of view of 
availability of trained revenue personnel or of the scope to leave 
them free to concentrate on this important work, the present is 
obviously not the best of times. It follows that settlement opera¬ 
tions have to take place over a long period of years before they 
cover the whole State. The resettlement is normally undertaken 
towards the close of the period of guarantee. This period, as we 
have said, is usually 30 years. The officer in charge of the revision 
of the settlement does not have to traverse the whole of the ground 
the settlement officer did; nevertheless, he has in turn to investigate 
in derail the changes which took place in the particular factors which 
had been taken into account at the time the assessments had been 
last fixed. He has usually to visit in person not less than half the 
villages. Nearness to markets, facilities for trade etc. have again 
to be reviewed. Among the more important factors he has to con¬ 
sider is the level of prices. This too is related to the local area with 
which he is concerned. With reference to the important crops of 
the area, his task is in effect that of forecasting the price level of 
agricultural produce as it will prevail over the next three decades. 
He therefore takes into account the relevant prices, as they obtained 
before resettlement, for a period of five or ten years or for other vary¬ 
ing periods, as prescribed in the different regulations of different 
States. This forms the basis of his forecast; and he relates it, for the 
purposes of refixing assessment, to the corresponding price levels 
taken into account at the time of the previous settlement. The 
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operation is elaborate, though not as elaborate as settlement. More¬ 
over, as we have pointed out, the availability of trained revenue 
officers is more restricted than before, and their other official pre¬ 
occupations more multifarious than ever. For much the same reasons, 
therefore, as apply to settlement operations, the process of resettle¬ 
ment has itself to be spread over a number of years in terms of 
covering the whole State. 

13. Some of the main considerations underlying settlement and 
resettlement may now be summed up: 

(1) It is the practice for each small area, usually a taluka, to 

Certain assumptions be taken up by itself for settlement or resettle- 
of the present ment. A considerable number of years must 

system necessarily elapse before the whole State is 

covered. The system is based on the assumption that it does not 
matter a great deal if different areas are settled or resettled at very 
different periods. 

(2) It is a further assumption of the system that local prices, 
their levels and fluctuations, are matters for special and elaborate 
investigation, and that neither levels nor fluctuations could be taken 
to correspond to those which pertain to wider regions. 

(3) Factors other than price, such as nearness to markets, state 
of communications, etc., are assumed to be important enough to be 
investigated in detail in fixing or re-fixing the levels of assessment. 

(4) Since the forecast of prices on which settlement rates are 
based pertains to a relatively long period, usually covering three 
decades, there is also the important assumption that there will not be 
violent fluctuations in those prices over that period, and that, even 
if there are any, they will be confined to a few years of famine or 
scarcity. Such fluctuations, it is assumed, can be adequately pro¬ 
vided for by a system of remissions and suspensions. 

Thus, settlement and resettlement are essentially an operation for 
a small unit over a long period with price as only one of the many 
considerations involved. For purposes of future policy, however, 
we must distinguish between the original settlement and the subse¬ 
quent revisions of that settlement. The initial settlement, including in 
that term the combined operations of survey, classification and fixation 
of assessment, has obviously to be undertaken separately for each of 
the units which, for whatever reason, happen to be still unsurveyed, 
unclassified and unsettled. Though the total process can be expedit¬ 
ed by diverting to it a larger body of trained personnel, each part 
of the process will be necessarily in terms of small units of the State; 
this is inevitable unless settlement itself is to be dispensed with; and’ 
far from its being possible to dispense with it, the need today is to 
introduce and complete the operations of survey, classification and 
initial fixation of assessment in large tracts of the country where 
they have not so far been undertaken. But resettlement stands on a 
different footing altogether; and two questions of great importance 
are whether, as hitherto: (1) resettlement too should be confined to 
a small unit and (2) the rates of resettlement should be guaranteed 
over three decades. These questions will be further considered 
Meanwhile, it may be noted, not only of past settlements, but also of' 
past resettlements that, apart from the important advantages these 
conferred in terms of better administration of the area covered b\ 
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the settlement or resettlement, the additional revenue consequent on 
each such operation was usually large enough to warrant the con¬ 
siderable expenditure of money and administrative effort which went 
into it. But, as we have indicated, the suitability of the system as a 
whole, and especially of that part of it which consists in resettlement, 
has now to be adjudged with reference to conditions which differ 
radically from those which prevailed before World War I. 


14. It is in the total context which we have outlined at some 

■Changing significance iength in the ^egoing paragraphs that it is 
of land revenue now necessary to draw attention to certain 

changes which have taken place in the signifi¬ 
cance of land revenue over the long period of its history. Among 
the aspects to be briefly considered are: land revenue as a burden 
on the person who pays it, the place which land revenue occupies 
in the composite fiscal pattern of the country, and the general level 
of land revenue in relation to the levels of agricultural prices. As 
already indicated, it is only in the broadest outline that an account 
of these need here be attempted. 

15. The place of land revenue in the economy changed with the 

Gkaugine character of chan f in g character of the economy in the nine- 
economy teenth century. Progressive monetisation, the 

development of internal transport, the growing 
commercialisation of agriculture, and the general evolution of an all- 
India market with the steady support thus provided to local prices, 
all these served to lighten the burden of land revenue as the decades 
passed. In the period between 1890 and the beginning of the First 
World War, the process of commercialisation of agriculture, using 
the term in its broad sense as denoting monetisation of the economy, 
was carried farther. Rail mileage almost doubled over the period, 
there was a substantial increase in the currency issue, and the area 
under commercial crops, oilseeds, jute and cotton expanded still 
further. Though the absolute area under commercial crops was still 
relatively small, these crops were of great significance as leading to 
the monetisation of the rural economy to a much greater extent than 
food crops. 


16. These changes led to price rises. Foodgrains prices were in 
1891 about a third higher than in 1873; and in 1912, prices were again 
a third higher than in 1899. When price changes are taken into 
account, the level of land revenue would appear to have been fairly 
steady over the period. If land revenue receipts are expressed in 
terms of foodgrains and written as an index with 1873-100, the index 
figure for the decade 1873—82 was 89; for 1883—92, 94; for 1893—1902, 
92, and for 1903—1912, 84. It is reasonable to conclude, therefore, 
that land revenue enhancements during the period were of a rela¬ 
tively moderate nature. The First World War led to a sharp rise in 
prices. The level of foodgrains prices was doubled. This led to a 
substantial reduction in the burden of land revenue. During the 
decade 1920—29 the land revenue collected after adjustment for the 
rise in foodgrains prices was substantially lower than in the pre- 
1914 period. In 1929, however, foodgrain prices started declining as 
a result of the depression. Expressed in terms of constant prices, the 

Kiirrlon nf lancl rsvpmip was nerhprts twn-t.hirds higher rhirincf' the 
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Table 4. — Share of land revenue in total tax revenue of Part A States 

(formerly Provinces) 


Year ending March 

(1) 

Total tax revenue 
(excluding shared 
taxes 

(Rs. lakhs) 

(2) 

Land Revenue 

(Rs. lakhs) 

(3) 

Col. 3 as percentage 
of Col. 2 

(4) 

1922 

62,80 

34,39 

54-8 

1927 

68,55 

34,44 

50*2 

1932 

60,31 

32,61 

54-i 

1937 • 

59,85 

31,67 

52-9 

1942 • 

.60,99 

27,70 

45'4 

1947 • 

1,33,28 

30,96 

23 2 

1952 . 

1,62,65 

33,05 

20 ‘ 3 

1954 • 

1,86,59 

49,64 

26- 6 


Notes-—( i) The figures up to 1937 include Burma. 

(2) The figures from 1948 relate to Part A States in the Indian Union. 


The rise in the importance of land revenue in the last year has already 
been explained as being due to technical factors. The above table 
shows that the main exception to the peculiar downward trend was 
the period of the depression in the thirties. Before then the land 
revenue system would seem to have worked fairly well; in the 
absence of a violent downward movement of price it could, in broad 
terms, be said to have operated in a manner not unfair to the culti¬ 
vator. 


18. As we have indicated, the new forms of taxation which are 
now being developed can, to some extent, fulfil the function of levy¬ 
ing a larger contribution from the better placed agriculturist, the 
one, for example, who grows specially profitable crops. Further, the 
agricultural income-tax, as we have pointed out, can be used as an 
instrument for maintaining equity through the imposition of a 
higher burden on the large incomes from agriculture. But one ano¬ 
malous feature to which we have drawn attention is the variation 
of burden between lands of the same type arising from the fact that 
settlements and resettlements were, for different small units, under¬ 
taken at different periods. While, on the whole, all agriculturists 
benefited from the steady rise in prices, it also happened that at any 
given moment, those whose lands had been settled or resettled in 
one of the earlier periods bore a lighter burden of assessments than 
those who paid the later assessments. Disparities of this type have 
keen accen ^uated by postponements of resettlement as a result of 
the depression and the War. They can be minimised by a readjust- 
ment of assessments in relation to the dates of resettlement (or 
more accurately to the periods taken into account at resettlement 
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for fixing the price levels on which, among other things, the revision 
is based). The movements in prices have been such that a certain 
degree of readjustment of this kind is necessary on grounds of equity. 


19. Assuming that such readjustment is decided upon, it is not 
necessary that the collection of price data for 
Declining significance ^he purpose should go down to very small geo¬ 
price ^o've'me^t 118 * a graphical units. Experience has indicated that 
it is the broad change in the price level which 
have been significant in relation to the burden of land revenue. 
Moreover, it is these long-term trends that are seen to be 
important even if a fairly wide area is taken as the unit. With 
the widening of markets for agricultural products, the prices in 
various centres have become fairly closely related to one another. 
While it cannot be said that the price obtained by the agriculturist 
in every area corresponds very closely to the prices in the main mar¬ 
keting centres of the State, it can reasonably be assumed that the 
range of variation is not wide. It is of interest, in this.connection, to 
note that the Madras Land Revenue Reform Committee considered 
that the presidency average prices of “first and second sort paddy” 
served as a sufficient basis for the application of a sliding scale of 
assessment. The Committee was of opinion that local price varia¬ 
tions and the varying price movements for different food crops might 
be ignored for this purpose. “A scrutiny of the table of prices, and 
the graphs of prices, indicates that the movements of prices of 
paddy, ragi and cholam are similar over the entire period under con¬ 
sideration. When the price of paddy starts rising, the prices of ragi 
and cholam also follow in its wake; when the price of paddy starts 
falling, prices of ragi and cholam start falling in its wake. The price 
index of paddy alone should, therefore, be an adequate standard 
frame of reference. Here again, there are two sorts of paddy, first 
and second sort, and it would, in our view, be more satisfactory to 
take the average price of first and second sort paddy. There would 
be minor variations in district prices depending upon local factors 
and the situation in the adjoining areas, but it would not be neces¬ 
sary to allow for all these in the scheme which we propose. Such 
local differences will get ironed out because we are thinking of 
alterations only when the changes in price-levels are considerable.”* 
Studies of regional price movements in other parts of the countries, 
over a long period, also confirm the general conclusion of the Com¬ 
mittee in regard to the broad conformity of price movements with 
the trend of prices of the principal foodgrain cereals. 


20. It is, of course, true that local factors other than price may 
Significance Of other sometimes be of significance There may thus 
iocal factors locsl I3.min6s. But sn cl&foorcitc procedure 

exists for meeting such situations through the 
grant of suspensions and remissions through the execution of public 
works and so on. Undoubtedly, special local situations may call for 
special remedial action; but so far as the changing burden of land 
revenue is concerned, the preponderant factor all the time is the fluc¬ 
tuating general level of prices. To quote the Madras Committee 
-again. Although, in theory, many factors were taken into considera¬ 
tion, m actual practice, the enhancements were based mainly on the 
• enhancem ent in the value of the produce, and in view of that, the 

^Report of the Land Revenue Reforms Committee, Madras, page 33. 
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time and labour spent and the expenditure incurred over the other 
elaborate enquiries attendant on resettlements become unnecessary.” 

21. The above examination of some economic aspects of the evolu¬ 
tion of the land revenue system has necessarily been brief and illus¬ 
trative. Both administrative and economic considerations point to 
the need for certain modifications being made in the present system. 
The changes we suggest form the subject of the next chapter. 



CHAPTER V 

FUTURE PATTERN OF LAND REVENUE AND AGRICULTURAL 

INCOME-TAX 

Recommendations 

Since they provide the framework for our recommendations, it 
will be useful to draw attention to certain considerations which 
emerge from the foregoing chapters and at the same time to indicate 
the main lines of our recommendations. 

2. First, it is obvious that in many matters of important detail, 

arising out of past history or related to local 
Basic pattern of Land con( jiti 0 ns, there is bound to remain a justifiable 
Kevenue diversity in the land revenue features of differ¬ 

ent States. In other and more basic matters, it will be both advis¬ 
able and feasible to aim at a minimum degree of uniformity in the 
policies pursued by the States. Some of these items are: nature of 
tenure, manner of initial fixation of assessment, the broad method of 
revision of assessment and the limits of increase or decrease within 
which it will operate, the place of land revenue vis-a-vis local bodies, 
and the place of agricultural income-tax vis-a-vis land revenue. In 
so far as a substratum of common policy on these and other matters 
of similar importance may be said to constitute a basic pattern of 
land revenue, we conceive it to be our function to suggest the broad 
outline of that pattern for the acceptance of States; it will then be 
for each of them individually to fill in the details. 

3. Second, for the reasons we have already mentioned, we believe 
that the convergence to a broad common pattern, in which individual 
differences are accommodated, is already discernible in recent deve¬ 
lopments. The trend itself has been made possible by many circum¬ 
stances: the integration of the country, the land reforms that are in 
progress and, not least, the many common problems which, under 
the stress of price fluctuations, the present systems of land revenue 
have set to all the States. 

4. Third, we think that the basic pattern of settlement and revi- 

_ . sion, while largely similar to the existing ryot- 

Ssnarities ° e s g wari pattern, should make a departure, from it 

p e in significant respects. It is especially import¬ 

ant that revision of settlement should be divorced from small units 
and local prices and be based instead on the State or, within the 
State, on homogeneous regions. For this purpose, existing disparities 
of assessment should first be corrected, within set limits and to the 
extent practicable, with reference to a criterion that can be applied 
on a State-wide basis. Thereafter, at the ‘standardised’ level which 
the assessments then assume, they should be revised for the State as 
a whole or for the regions, at intervals which are neither unduly 
short nor unduly long. Each such revision, whether upward or 
downward, should again be within strictly defined limits and should 
be effected with reference to an adjusted price factor worked out 
for the whole State or for each of the regions. It follows that where 
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assessments are ad hoc and have therefore to be fixed for the first 
time on an adequate basis, they should at the very commencement 
be related to a criterion which is common for the whole State. 


Standardised assess¬ 
ment 


5. Fourth, we are of the view that, within the limits set for revi¬ 
sion, the ‘standardised assessment’ should conti¬ 
nue indefinitely, that State Governments should 
not levy surcharges over and above it, and that 
all surcharges on the standardised assessment should be by local 
bodies for local services. In other words, we consider that, as a 
source of revenue for State Governments, land revenue should be 
“frozen” within the narrow variations of a standardised level of 
assessment and all further tax contribution from land, in the form of 
cesses and surcharges on such revenue, should be left for the exclus¬ 
ive use of local bodies. 


Survey, classification 
and initial settlement 
in certain States 


6. Fifth, we would emphasize that initial settlement is indispen¬ 
sable, and that survey and classification and, 
on the basis of these, the first settlement of 
assessment should be undertaken in all areas 
where one or more of these operations still 

remain to be conducted. This task is so important and its magnitude 
so great in so many States that we consider it should be treated as a 
matter for concerted all-India effort. States most lacking in trained 
personnel should be assisted by those whose lack is less pronounced. 

7. Sixth, we would urge that an agricultural income-tax on the 

Agricultural income- hi S her agricultural incomes, because of the 
tax greater equity it brings into the system, if not 

of the revenue it brings to the exchequer, should 
be adopted by all the States which have not yet done so. 


8. Seventh, we would postulate that the eventual aim should be 
Surcharge on agri- ;° n ? er S e agricultural income with non-agricul- 
cultural income-tax tural mcome and levy one income-tax, the pro¬ 
ceeds being made divisible between the Union 
and each State in the proportion of the two types of income. This, 
however, can only be a long-term objective. Meanwhile, as a first 
step in this direction and in order that agricultural income-tax may 
be a more attractive source of revenue to States, we consider that the 
Union should make it possible for the States to levy a surcharge on 
agricultural income-tax with reference to the non-agricultural 
incomes of the assessees. 


9. In elaborating these principal features of our recommenda- 
Principal features of tions ’ ** wili . convenient to deal first with 
our recommendations agricultural income-tax and then with land 
revenue. Our suggestions on the latter subject 
will be set out under three heads: (i) Basic pattern; (ii) Transi¬ 
tional problems; and (iii) Administrative matters. As one of the 
main features of the Basic pattern, we will dwell in particular on the 
Scheme of Standardised Assessment; though included in a separate 
section of the chapter for convenience of presentation, we consider 
agricultural income-tax to be no less basic than standardised assess¬ 
ment for the development of a proper system of land taxation. 
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A. Agricultural Income-tax 


10. We recommend that, in all States, all agricultural income 

Significance ofagri- about Rs - 3 ’ 000 a Y ear should be made liable to 
cultural income-tax the agricultural income-tax. The limit is the 
same as we have recommended for the non- 
agricultural income-tax; it also happens to be the one adopted by 
most of the States which now levy an agricultural income-tax. We 
will indicate why and how, in our view, certain steps should be taken 
which will have the incidental effect of adding to the significance of 
this tax even if it is looked at merely as a revenue measure. But, as 
already stated, the real significance of the agricultural income-tax 
lies in the consideration that larger contributions will be secured 
from the higher incomes from land and, to that extent, the burden 
of land taxation rendered more equitable than at present. 

11. There is another and equally important reason why we recom- 

„ mend that the agricultural income-tax should 
exempting Ca ag”icu°l F be ado P ted b Y all States. This arises from the 
tural Incomes fact that agricultural and non-agricultural 

incomes are, in India, treated as two distinct com¬ 
partments, State, and Union, for the purpose of taxation, and from 
the further fact that many States have made no use of their compart¬ 
ment. The anomalies which result are many. One or two may be 
concretely cited. A big landholder with an agricultural income of, 
say, Rs. 50,000 pays no more than the amount of land revenue—and 

that too at a rate which also applies to the smaller holder of land_ 

while another person with a non-agricultural income of Rs. 10 000 
has to make, relatively speaking, a much larger payment in the shape 
of income-tax. Or, to take another instance, a person with an agri¬ 
cultural income of Rs. 40,000 and a non-agricultural income of 
Rs. 10,000 pays the income-tax on only Rs. 10,000 while another 
person with an income of Rs. 50,000 from non-agricultural sources 
alone has to pay the income-tax on his total income. It is true that 
the distinction and the anomalies cannot be abolished in the very 
near future; but we see no justification for thinking in terms of their 
indefinite continuance. We consider that a start should be made 
towards eventual integration of the two types of income Before 
making one or two suggestions in this context, we would emphasize 
that the first step has in any case to. be the taxing of agricultural 
incomes by all States. At present, only twelve of them do so: 
Assam, Bihar, Madras, Orissa, Uttar Pradesh and V^est Bengal among 
the Part A States; Hyderabad, Rajasthan and Travancore-Cochin 
among the Part B States and Coorg, Bhopal and Vindhya Pradesh 
among the Part C States. The rates of levy differ; these are shown 
m Statistical Appendix 2. Super-tax is levied in the States of Bihar 
Madras, Uttar Pradesh, Rajasthan and Travancore-Cochin. The 
exemption limit in the case of a majority of the States is R== 3 000 
the free slab being Rs. 1,500. The States of Orissa, Rajasthan ’and 
Hyderabad have a higher exemption limit, the highest being 
Rs. 10,000 in Hyderabad. The rates of tax are also the lowest in 
Hyderabad. While uniformity in the rates of the agricultural 
income-tax may be a very desirable aim, it must not be forgotten that 
the land revenue assessments vary appreciably from State to State. 
Jirven with the standardisation of land revenue recommended by us 
the disparities in the land revenue rates between different States will 
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largely continue. For this and other reasons, it will not be practi¬ 
cable to aim at achieving uniformity in rates in terms of the very 
near future. At the same time, we consider that the rates are 
unduly low in several States and recommend their being raised to 
reasonable levels. From the point of view of uniformity, an easier 
problem is presented by the exemption limit than by rates. We 
see no reason for this continuing to be different for different States. 
We are of the opinion that Rs. 3,000 is a reasonably adequate limit of 
exemption and recommend its adoption by all States. 


Anomalies arising 
from treating agri¬ 
cultural and non- 
agricultural incomes 
separately 


12. The extension of the agricultural income-tax, as we have 
indicated, will make the land revenue systems 
in India more equitable and also help to reduce 
major anomaly that the higher incomes from. 
agriculture do not contribute to the exchequer 
to anything like the same extent as the corres¬ 
ponding non-agricultural incomes. Even where 
an agricultural income-tax is levied, several anomalies remain such 
as we have pointed out; we have therefore stressed that the eventual 
object of policy should be to eliminate the distinction between agri¬ 
cultural income and non-agricultural income for purposes of taxa¬ 
tion As the first step in this direction, we recommend the adoption 
by fu ,. tates ? f a s y stem of surcharges- on agricultural income-tax, 
on the basis of the assessee’s non-agricultural income, if any. Such 
a surcharge would, of course, become applicable only when (i) the 
agricultural income is above the exemption limit and therefore an 


agricultural income-tax is levied, and (ii) the particular assessee 
happens to have a non-agricultural income in addition. For the pur¬ 
poses of the surcharge, an exemption limit may be adopted in respect 
of the non-agricultural income as well. The surcharge will be on 
the agricultural income-tax, and the rate of surcharge will, therefore . 
be expressed as a fraction—so many annas in the rupee—of the 
agricultural income-tax. To explain the proposal further, we give 
below an illustrative scale of surcharge: — 


Non-agricultural income 


Rate of surcharge— 
annas per rupee of the 
agricultural income-tax 


Not exceeding Rs. 3,000 . 

Exceeding Rs. 3,000 but not exceeding Rs. 10,000 
Exceeding Rs. 10,000 but not exceeding Rs. 25,000 
Exceeding Rs. 25,000 but not exceeding Rs. 50,000 
Exceeding Rs. 50,000 .... 


Nil. 

Half an anna. 

One anna. 

One and a half annas. 
Two annas. 


The slabs of non-agricultural incomes to which the surcharges- 
Itiu 6 re ^f an ^ the rates suitable for each slab have to be decid- 
by each State with reference to the relevant circumstances. In 
ixing the rates, care will have to be taken to ensure that the agricul¬ 
tural . lncome ' tax together with the surcharge and the non-agricul- 
al income-tax does not exceed whichever of the following is lower r 


(i) agricultural income-tax which would have been pavable 
had the whole income—agricultural and non-agricultural— 
been treated as agricultural, and 
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(iij non-agricultural income-tax which would have been pay¬ 
able had the whole scheme—agricultural and non-agricul¬ 
tural—been treated as non-agricultural. 

If, as illustrated above, the scale prescribed provides only for 
modest surcharges, the two upper limits just indicated would remain 
purely theoretical, since the agricultural income-tax plus the sur¬ 
charge (plus the non-agricultural income-tax) would be well below 
those limits. One of the advantages of a system of. surcharges such 
•as here recommended would be that it will make the adoption of 
agricultural income-tax itself more worthwhile, even from the reve¬ 
nue point of view, for the State Governments which have not yet 
adopted that tax. Secondly, the imposition of the surcharge will both 
necessitate and bring about a closer co-ordination between the State 
agricultural income-tax authorities and the Central income-tax 
authorities; we would stress that this is a matter in which the Union 
should actively help by enabling the practice to be established of 
the income-tax authorities furnishing the requisite information con¬ 
cerning non-agricultural income to the State authorities in charge of 
the agricultural income-tax. Thirdly, the process of active co-ordina- 
tion thus initiated will not only be of present assistance to States, but 
will be of future significance as a first step towards the acquisition of 
administrative experience ahd the creation of administrative condi¬ 
tions necessary for the eventual integration of the two types of 
income for purposes of taxation. Because we consider that it can only 
be a long term objective, we are not including integration itself as one 
of our concrete recommendations; we have, however, stressed the very 
great importance we attach to it as setting the direction to the rele¬ 
vant tax policies; to this consideration we would add the other 
important one that, when integration of non-agricultural and agricul¬ 
tural incomes is finally achieved, the benefit to State Governments 
from the adequate taxation of the agricultural incomes derived in 
their respective areas will be much greater than at present in terms 
•of revenue. For all these reasons, we would stress the importance 
•of introducing in all States, not only an agricultural income-tax, but 
also a system of surcharges on that tax with reference to the levels 
of non-agricultural income. It seems to us that the States have a 
clem right, in the legal sense, to levy such a surcharge. But it will 
no doubt be examined whether it is at all necessary, in order to put 
the matter beyond doubt, to provide in the Constitution that no such 
^surcharge shall be unlawful solely for the reason that it purports to 
be related to the amount of non-agricultural income. 


Arrangement of 
recommendations 
•on land revenue 


B. Land Revenue 

13. As already stated, our recommendations on land revenue are 
grouped under three principal heads: (1) Basic 
pattern, (2) Transitional problems and (3) 
Administrative matters. Since that will make 
for the clearer understanding of the proposals, 
we relate our recommendation concerning the basic pattern, hypothe¬ 
tically, to a State in which the initial settlement (including survey, 
classification and fixation of original assessment) was completed in 
the past, and one or more resettlements of different talukas have also 
"taken place at different periods; but in which it further happens that 
3. number of such revisions—due to havo hpen m zs/Ja 1*- a!— 



225 


thirties and the ’forties—are now pending. In respect of such a State, 
we put forward the Scheme of Standardised Assessment in the two 
aspects of (a) Standardisation and (b) Revision. Since it is partly 
connected with the pattern we envisage, we also deal with the ques¬ 
tion of apportionment of land revenue to local bodies, both generally 
and in relation to the standardised assessment. In the second of the 
three sections mentioned above, we briefly set out our suggestions 
concerning certain transitional problems of land revenue such as 
those connected with the introduction of the initial settlement where 
that has not yet been undertaken or the abolition of Zamindari where 
that has been completed. The last section contains a few observa¬ 
tions on revenue collection and other administrative matters. 


(1) Basic Pattern 


(i) Scheme of Standardised Assessment 


14. We have already indicated that, while survey, classification 
and initial settlement as evolved with minor 
mcnts^modification differences in many States, must be regarded as 
necessary indispensable operations, the same cannot be 

said of revision settlements in the manner in 
which they have been conducted in the past. Different talukas hav¬ 
ing been resettled, just as they were also settled, at very different 
times, and the increase over each previous level of assessment being 
strictly limited, there emerges an increasing disparity between the 
resettlement rates of different talukas. It is in this context, as we 
have pointed out, that surcharges superimposed on the present assess¬ 
ment pattern have the effect of further accentuating the existing dis¬ 
parities. Secondly, in terms of additional revenue, the results of 
resettlement are not commensurate with the cost of money, time and 
labour involved in going through all the processes of a regular 
resettlement. In almost all the States where the lands have been 
surveyed and settled, resettlements are long overdue and, as can be 
seen from Appendix B, an immense task will be entailed on the 
administration if all the resettlements are to be carried out. This 
task will be in addition to the other and indispensable one of survey, 
classification and initial settlement which, taking all the States 
together, is again of very great magnitude. From the point of view 
of the administrative effort involved, therefore, and of the require¬ 
ments of trained personnel in connection with that effort, there is a 
great deal to be said for abandoning the present method of resettle¬ 
ment, assuming that such a course was also otherwise justifiable. 
Ample justification of this kind, as we have elsewhere indicated, 
does in fact exist. Local conditions as distinguished from prices, and 
local prices as distinguished from those over wider regions, have 
ceased to have anything like the same significance as in the past for 
the fixation of assessment levels. It seems to us clearly indicated as 
the proper course of future policy that (a) the present levels of 
assessment should first be standardised over the State as a whole and 
(b) the standardised assessment then revised, State-wise or region- 
wise, at reasonable intervals. 

.318 M nf TT_1 6 
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(a) Standardisation of Assessment 

15. The problem which arises is that of evolving a suitable scheme- 
for standardising the different assessment levels of different areas 
of the State, settled or resettled at different times. Some of the rele¬ 
vant considerations would be as follows: — 

(i) The process is one of reducing disparities to the extent 
practicable, and not by any means one of eliminating 
them. To aim at elimination is neither feasible nor neces¬ 
sary. For example, the prices taken into account on the 
last occasion the assessment was fixed may be a third of 
the more recent price levels. It is nevertheless impracti¬ 
cable to treble the assessment so as to bring it into parity 
with a more recent assessment. A maximum increase has, 
therefore to be postulated. The same applies to reduction 
of assessment, should the question of reduction actually 
arise. The decrease would have to be limited to a postu¬ 
lated maximum. It has to be remembered that where 
assessments are long-standing and lands have changed 
hands, the different assessment levels have in effect been 
written into the land values. Besides practical difficul¬ 
ties, therefore, there is enough justification for not 
attempting to alter the existing assessment levels too great¬ 
ly in spite of marked disparities between them. 

(ii) Standardisation in the above sense should be State-wide^ 
simple and ad hoc. All the talukas or other areas concern¬ 
ed should at one and the same time be individually taken 
into account for purposes of the operation. The common 
criterion with reference to which the disparities are sought 
to be reduced should be capable of ready application. In 
practice, it will be found that it can only be ad hoc.. A 
method which suggests itself as suitable may be explained 
as follows. It will be true of all the resettlements now 
overdue that, if the revision was done at the present 
moment, the result will be an increase in assessment, and 
that the increase will in almost all cases be of the order of 
the maximum permissible (usually 25 per cent.). This 
follows from the very great increase in prices which has 
taken place after World War II. Every settlement or 
resettlement is related, in regard to the price levels on 
which it is based, to a specific period of usually twenty 
years; this, in other words, is the period for which “com¬ 
mutation prices” have been worked out by the officer in 
charge of the settlement or its revision. We may term this, 
with reference to any particular settlement or resettlement, 
as the “relevant price-period”. If, hypothetically, we take a 
resettlement undertaken and given effect to in 1953, then 
the majority of the years of the relevant price period (the 
preceding twenty years) would fall after 1940, a period of 
high prices. Obviously, there would be no case for increas¬ 
ing such an assessment if, say, the standardisation was 
attempted in 1955. If, however, the majority of the rele¬ 
vant years fall in the period 1920—39, and even more if 
they fall in the years 1880^-1899, there would be a case 
for increase. In other words, it happens to be true that*. 
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soil in the area under irrigation, there is no other reason for lump¬ 
ing land revenue and water charges together. This practice has, how¬ 
ever, been discarded on all new works, and an examination of this 
system has, therefore, no practical significance except with reference 
to a few old projects. 

4. Differential rate .—Another system of water charge, which has 
been condemned as unsound in theory and extremely clumsy in prac¬ 
tice by the Taxation Inquiry Committee, is the differential rate sys¬ 
tem adopted in some of the older works in Andhra and Madras. The 
principle, here, is that when a dry land is irrigated from Government 
sources, the water charge should correspond to the difference 
between the wet rate and the dry rate of assessment of the corres¬ 
ponding land. The advantage claimed for the system is that it 
provides for a charge commensurate with the yield of the land. It 
avoids the drawbacks of a system of fixed water rates under which 
the same rates are charged for all lands alike, irrespective of the net 
profits of irrigation, merely because the lands happen to be irrigated 
from the same source. The system, however, involves a large number 
of complicated calculations which would not be easily comprehended 
by the village officers, nor be intelligible to the cultivators. There 
are other administrative difficulties in so far as the system gives 
rise to a large number of money rates rendering proper preparation 
of accounts and checking difficult, if not providing some scope for 
malpractices. Finally, its applicability is limited to areas of which 
proper soil classification has been made. In view of these difficulties, 
there has been an increasing preference for a fixed rate system under 
which the water charge is fixed on a flat rate basis and varies only 
with such considerations as the nature of crop grown, category of 
irrigation facility, etc. 

5. Occupier’s rate .—A system that is in general operation over the 
greater part of the country is one where the charges are related to 
the nature of crop or class of crop and are fixed' for the area actually 
irrigated. The rates for different crops are based mainly on these 
considerations : 

(1) quantity of water normally required by the crop; 

(2) the scarcity or abundance of supply at the time; and 

(3) value of the crop. 

Concessional rates are provided in respect of certain crops, e.g., 
fodder crops. There is, however, no variation in charge according 
to the distance of the land from the head of supply, its productivity 
or its value. An objection usually raised against this system is that 
it is not conducive to economy in the use of water. Moreover, under 
conditions of competitive demand, it fails to secure optimum revenue 
to Government. 

6. Agreement rates .—While the principle of ‘no water, no charge’ 
is generally observed, agreement or lease systems of water rates have 
come to be adopted on certain works as a result of local conditions 
and requirements. In the deltaic regions of Orissa, West Bengal 
parts of Bihar and Madhya Pradesh where climatic conditions render 
it very doubtful whether the cultivator will in any particular 
season take water for his field or not, attempts have" been made 
to induce him to take a lease for a period of years. For instance, 
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(b) Revision of Standardised Assessment 


16. Once the asessment levels have been standardised in the 
manner described above, we are of the view 


Revision of assessment 


that land revenue should be revised once in ten 


years with reference to changes in the price level. Obviously, the 
period of revision cannot be as long as the present 30 or 40 years. 
Many of the difficulties which have arisen and much of the inelasti¬ 
city of land revenue receipts may be traced to a period of guarantee 
which, in changed price conditions, has proved to be unduly long, 
Nor, for equally obvious reasons, can the period be too short. If the 
assessment is to be revised annually or biennially, much hardship 
and great uncertainty will replace the relative fixity and stability 
which now characterise the land revenue system. We consider that 
by way of a suitable compromise, the periodical revision should here¬ 
after be undertaken decennially in terms of the standardised assess¬ 
ment. Moreover, the method of revision adopted should be such thal 
it can be carried out more or less automatically on the basis of the 
price levels without the intervention of an elaborate administrative 
machinery operating on small units over long periods at dispropor¬ 
tionate cost. 

17. We may now consider some of the points which have to be 
taken into account in a scheme for adjusting land revenue to price 
changes. It will obviously not be justifiable to take the price rise 
or price fall at its full face value and raise or reduce assessment ii 
proportion to it. In the first place, moderate fluctuations need no 
be allowed for at all. Secondly, even when appreciable variation; 
take place, it would not be right to raise or reduce the demand propor 
tionately, for the significant factor in determination of the incident 
of the land revenue demand is the change in the net income or ne 
produce or profit of the cutlivator and not the value of his gros 
produce. In other words, cost of production is as relevant as price o 
the produce. But few things are so difficult to gauge as the India: 
cultivator’s cost of production; hardly any studies exist which clair 
to have done so with sufficient accuracy; and it will be unrealistic t 
base a scheme on the expectation that detailed and depenc 
able enquiries into cost of production will be conducted i: 
each State, for the whole State, and year after yea: 
Something much simpler would have to be devised. Sine 
changes in costs of production normally occur in the same directio 
as changes in prices, a practicable method would be to base tt 
adjustment on a fraction of the price change. This would be part 
cularly suitable during a phase of rising prices. A third consider; 
tion remains to be mentioned. In any such scheme, there must t 
ample margin in favour of the cultivator; the degree of safeguai 
for him, in the event of a fall in prices, for example, should be greati 
than that for the State’s revenue, should there be a rise i 
the price factor. 

18. Certain other questions arise in framing a scheme, for tl 
revision of land revenue on the basis of price changes. First! 
over how large an area and in respect of what particular commod 
ties should the prices be maintained for the measurement of pri< 
changes? Secondly, what should be the relevant periods, viz. tl 
‘base period’ with reference to which the change in prices is take 
to occur and the ‘current period’ with reference to which the ordf 
•of the change is thereafter measured? 
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19. The first point refers to the composition as well as the range 

of the price-index that should be employed for 
Composition of the the measurement of price changes. As regards 
price-index for mea- the composition, ideally, a price-index should 
surement of price reflect the variations in price of the commodities 
4:11311868 produced on the individual holdings assessed; 

even in respect of an individual holding there would be changes in the 
crop patterns between two periods and consequent difficulties of exact 
measurement of the degree of price changes. Such precise account¬ 
ing is obviously neither practicable nor, in the present context, 
necessary. As observed above, it has been found from a study of 
past price changes that the changes in agricultural prices in a region 
generally follow those of the main foodgrain cereal of the region. 
This applies particularly to other foodgrains in general, though there 
may be significant disparities at times in respect of individual food- 
grains. Prices of commercial crops have been observed often to 
follow a distinctly independent course. Since, however, eighty per 
cent, of the area under cultivation in the country is under food- 
grains, it will suffice in most cases to base the price index on the 
main foodgrain cereal of the region. Where a commercial crop pre¬ 
dominates greatly, it is the price of that crop which will have to be 
taken into account; where, however, both commercial and food crops 
are important, a composite index may be necessary. In the large 
majority of instances, however, the price index could be based on 
the predominant crop of the region; while simple to work, this would 
involve no real sacrifice of adequacy in the context of the broad 
price measurements with which alone we are here concerned. As 
for the regional range of the price index, we have elsewhere drawn 
attention to the greatly diminished significance of local variations 
in prices. It would suffice to relate the index to the entire area of 
the State or, where that area happens to be too large, to each of a 
very few regions into which the State may be divided. 

20. The second point refers to the periods, current and base, as 
between which price changes are to be measured. This may be con¬ 
sidered separately for the first revision and the subsequent revisions. 

For the first revision of the standardised assessment, the base would 
be the period of years to the prices of which the standardised assess¬ 
ment is assumed to be related. We do not think a hard and fast rule can 
be laid down so far as this is concerned; we suggest that, in this case, 
the base should be regarded as a period of not less than ten and not 
more than twenty years immediately preceding the standardisation. 
The current period for the first revision would of course be the ten 
years intervening the standardisation and its revision. This may be 
concretely illustrated. Let us suppose that the standardisation takes 
place in 1956 and the revision, therefore, in 1966. Then for the first 
revision of the standardised assessment, the ‘base’ period would fall 
in the years 1936—1955 and would consist of not less than ten years 
preceding 1955. The current period would be 1956—1965 


The position is simpler for subsequent revisions. For any such 
revision which is about to take place, the ten years immediately pre¬ 
ceding would be the current period, while the ten years preceding 
the previous revision would be the base. Thus, for the second revi¬ 
sion about to take place in 1976, the base period would be 1956_196§ 

and the current period 1966—1975. 
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21. We may now outline our scheme of changes in land revenue 
_ . . with reference to price movements. Having 

land revenue nges In regard to the first consideration mentioned in 
paragraph 17 above, we suggest that a change in 
prices by 25 per cent, in either direction may be treated as 
not calling for any adjustment in the land revenue demand. If 
prices rise by more than 25 per cent., we suggest that increases 
in land revenue should be effected, as in the illustrative scale given 
below, from a minimum of 34 per cent, (one-half anna in the rupee) 
to a maximum of 12J per cent, (two annas in the rupee). If prices 
decline, we suggest that, also as shown in the illustrative scale given 
below, reductions in land revenue should be effected from a mini¬ 
mum of 6J per cent, (one anna in the rupee) to a maximum of 25 
per cent, (four annas in the rupee). The scale which we have men¬ 
tioned as ill ustrating our suggestions is as follows: — 


Prices 


1 


Rise in prices 

Upto 25 per cent. (4 annas 
in the rupee) 

Above 25 per cent. (4 annas 
in the rupee) 

but not above 314 per cent 
(5 annas in the rupee) j 

Above 31 j per cent. (5 annas') 
in the rupee) ( 

but not above 374 per cent, f 
(6 annas in the rupee) J 

Above 374 per cent. (6 annas'] 
in the rupee) l 

but not above 43! per cent, f 
(7 annas in the rupee) J 

Above 43! per cent. (7 annas 
in the rupee) 


Fall in prices 

Upto 25 per cent. (4 annas 
, in the rup :e) 

Above 25 per cent. (4 annas" 
in the rupee) 

but not above 31J per cent. [ 
(5 annas in the rupee) d 

Above 314 per cent. (5 annas'] 
in the rupee) 1 

but not above 374 per cent, f 
(6 annas in the rupee) J 

Above 374 per cent. (6 annas'] 
in the rupee) i 

but not above 434 per cent, [ 
(7 annas in the rupee) J 

Above 43! per cent. (7 annas 
in the rupee) 


Land Revenue 

Increase in land revenue 
Nil 


34 per cent, (half an anna 
in the rupee) 


6| per cent (one anna in 
the rupee) 


9f per cent, (one and a 
half anna in the 
rupee) 

124 per cent, (two annas 
in the rupee) 

Reduction in land revenue 
Nil 


64 per cent, (one anna ’in 
the rupee) 


124 per cent, (two annas in 
the rupee) 


per cent, (three annas in 
the rupee) 

25 per cent, (four annas in 
the rupee) 
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22 . One observation needs to be added in regard to the revision 

. of standardised assessment. As we have said, 

tional^cases * 1 excep ' one of the objects of the scheme here suggested 
is to obviate the need for the elaborate investi¬ 
gations and other administrative effort associated with the orthodox 
revision settlement. There are certain residual features of that 
settlement, however, which will need to continue. These concern the 
examination and re-fixation of assessment in a certain number of 
contexts unrelated to the price factor, such as when dry land is 
converted into irrigated land, irrigated land becomes dry land or 
land has either deteriorated or become uncultivable through natural 
causes. ’ The usual administrative machinery will, of course, have 
to be maintained for dealing with such contingencies. 

(ii) Local Bodies and Land Revenue 

23 . We may first state briefly our main recommendations in this 
context: — 


( 1 ) Surcharges on land revenue, as standardised and from time 
to time revised, should be wholly left for local bodies to 
levy and for local bodies to utilise. 

( 2 ) From land revenue, whether at the present levels or after 
standardisation and further revision, an amount of not less 
than fifteen per cent, should be allocated to the local bodies 
(village panchayats, etc.) concerned, the apportionment 
being out of the revenue collected in the area of the parti¬ 
cular local body. 

< 3 ) If, at standardisation or subsequent revision, an appreci¬ 
able increase in land revenue results from the operation, 
as much as possible of the additional revenue should be 
passed on to the local bodies or be utilised for the execu¬ 
tion of local works etc. One way of doing this would be 
to increase the percentage of the land revenue allotted to 
local bodies. These suggestions are elaborated below. 

24 . It will be noticed that our proposals for the standardisation 
of land revenue do not involve an increase 
revenue^ ° n land exceeding 25 per cent, in any case. In 
* v ' actual practice, since most of the exist¬ 

ing assessments do not date back to the oldest settlements, to 
which alone the maximum is applicable, the effective maximum 
increase at standardisation is not likely to be above 121 per 
cent. Obviously, if resettlements were now undertaken the increase 
justifiable would in many instances be larger than under 
our scheme. We have deliberately proposed relatively low 
increases in the contexts of standardisation and revision so as to 
enable the local authorities to utilise the margin. For local authorities 
like the district local boards and the village panchayats, the main 
source of revenue is the tax (or cess) on lands. For want of funds, 
these bodies are finding it increasingly difficult to discharge their 
functions with adequacy. Accordingly, it would not be proper for the 
State Governments to take, in the shape of higher land revenue, the 
'entire taxable increase in agricultural outturn resulting from the 
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rise in prices, without leaving some margin for taxation by the locar: 
authorities. Our proposals regarding standardisation of land revenue 
have been made with this aim and we recommend that this margin 
of taxable increase in the agricultural outturn should be utilised 
by the local authorities by levying surcharges on the land revenue 
assessed by the State Governments. These surcharges would be 
imposed by the local authorities themselves and the receipts utilised 
entirely for local purposes. A suitable way of levy would be to relate 
the surcharges either to the assessment levels or to the nature of the 
crops grown on the land, e.g., commercial crops, plantations, etc. 
Minimum and maximum rates of levy could be prescribed by the 
State Government. We envisage the rates of surcharge as appreciably 
higher than the rates of levy of land cesses now normally prevalent. 
When a surcharge is levied by a local body, an existing cess need not, 
of course, remain a separate entity; it would be convenient to mers e 
it in the surcharge. 


25. The suggestion is often made that land revenue should be 
shar ing of l d shared with local authorities. The Local 
re™nuf a ” Finance Enquiry Committee has recommended 

that fifteen per cent, of the land revenue should 
be given to village panchayats. The Orissa Land Revenue Committee 
has gone much further and recommended complete transfer of land 
revenue to the local authorities. According to this Committee’s 
scheme, a State would be divided into several administrative units 
and the right of the State to receive land revenue would vest in the 
community as a whole and will be exercised through the local autho¬ 
rities in those units. The scheme will work in two stages: in the first 
stage, the local bodies will pay annually to the State Government such 
proportion df its annual collection as may be determined by that Gov¬ 
ernment; in the second stage, the whole of the land revenue collec¬ 
tions will be retained by the local authorities and shared with the 
village panchayats. We do not think that the suggestion for complete 
transfer of land revenue to the local authorities has any special merit. 
For one thing, the State Governments are unlikely, in such an event, 
to be able to maintain the present level of grants-in-aid to local bodies. 
The grants-in-aid are likely to be reduced very substantially. Second¬ 
ly, not all local bodies will benefit adequately, as those in fertile or 
irrigated tracts will get larger amounts of land revenues than those 
in other areas, though the financial needs of the latter will in many 
cases be greater. The proper method, in our view, is to allot a fairly 
reasonable share of the land revenue as is done at present by certain 
States, (e.g., Bombay) and supplement this by grants according to 
the financial needs of each of the local authorities concerned. We 
recommend that not less than fifteen per cent, of the land revenue 
collected in the area of a local body should, in all States, be allotted 
as its share of the revenue to that body. We would emphasise that 
we regard fifteen per cent, as the very minimum; and even where 
only this minimum, and no more is allotted, we consider that an 
increase of land revenue receipts, if this results from standardisation 
or revision, should be made the occasion for increasing the percentage 
or for otherwise passing on the benefit to local areas either as general 
grants to local bodies or as contribution for the execution of specific 
projects. 
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(2) Transitional Problems 

26. The scheme of standardisation of land revenue can be imple¬ 

mented only in States where the lands have 
Standardisation in already been surveyed, classified and settled, 
unsurveyed and un- From Appendix B, it will be clear that there are 
settled areas many Part B States and many merged areas in 

Part A States where lands are yet to be survey¬ 
ed, classified and initially settled. It is usually the case that the rates 
of land revenue in these areas have either continued to be on an ad 
hoc basis from the beginning, or if originally fixed on the basis of a 
settlement, have later been adjusted on an ad hoc basis. From the 
replies received from many of these States, it seems clear that the 
completion of settlement operations in all these areas will take many 
years. We think that with the adoption of the scheme for standardisa¬ 
tion of assessment recommended by us, the States where the problems 
of initial settlement do not arise, should be able to spare their trained 
staff to the States where such settlement operations are necessary, 
but the trained staff is lacking. We would emphasise that a concert¬ 
ed effort of this kind, based on the co-operation of the better placed 
States with those not so well-placed in regard to the availability of 
trained personnel, is of extreme importance for the early completion 
of the essential tasks of survey, classification and initial settlement in 
those large areas in which these operations have not yet been under¬ 
taken. 

27. We do not consider that it is necessary for us to recommend 

any particular basis for determining the land revenue at the initial 
settlement. As indicated in an earlier chapter, the basis of assess¬ 
ment differs at present from State to State. States like Punjab, 
Uttar Pradesh and Madhya Pradesh adopt the basis of ‘net assets’. In 
certain other States, e.g., Bombay, the basis of assessment is empirical, 
while in Madras, the basis is ‘net produce’. In view of these different 
systems prevailing in various parts of this country, we consider it 
to be best that every State which has to undertake the initial settle¬ 
ment, should, unless there are good reasons to the contrary, adopt 
the basis that is in operation in the adjoining State or area. This 
would tend to make the assessments of land revenue more uniform 
in contiguous tracts and to some extent reduce the disparities that 
would otherwise arise from the adoption of widely differing bases of 
assessment. * 

28. In certain States, even though the lands may have been survey- 

ed, classified, settled and sometimes resettled, it 
m wil1 not be possible to implement the scheme of 
areas standardisation of assessment unless certain 
modifications are made in their present systems of land revenue. 
Some of the States to which this observation applies are Bihar, 
Madhya Pradesh, Orissa, Uttar Pradesh and West Bengal. In these 
States, the rents previously paid by the tenants to the zamindars and 
other big landlords have, since the abolition of these intermediaries, 
been by and large converted into land revenue. We consider that, in 
standardising the assessments on a State-wide basis and revising them 
decennially as recommended by us, it will be necessary for these 
States to separate the element of assessment from the rest of the total 
revenue now collected. Such separation of course would be merely 
notional, so far as actual recovery is concerned; even so, its import- 
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ance lies in the fact that it is only with reference to ‘assessment 
,properly so called that standardisation and revision can be attempted 
or surcharges levied by local bodies. 

(3) Administrative matters 

29. We may now consider the administrative aspect of land reve- 

. nue, its collection and the machinery for collec- 

«venue 0n ° Iaad tion. Land revenue is collected in cash. It has 
*' Atau often been suggested that collection in kind 

would be more beneficial to the landholders, particularly the smaller 
ones. Payment of land revenue in kind may be based on various 
methods. Two methods which have been put to us are: — 

(i) Payment in kind on cash basis. —Under this method, the 

assessment would be fixed on a cash basis but the payment 
would be made in kind at the conversion rates fixed at 
each harvest. 

(ii) Payment through co-operative marketing societies. —Under 
this procedure, the assessee would take the produce to the 
market and sell it through a co-operative society; the 
co-operative society would issue the receipt for the pay¬ 
ment of land revenue to the assessee and pay cash direct 
into the Government treasury. 

30. Apart from other considerations, there would be many 
administrative difficulties in adopting the first suggestion. Collection 
would involve heavier expenditure than at present and Government 
would have to provide storage and transport facilities on an extensive 
scale. Further, payment in kind will introduce an element of 
uncertainty in the actual value of the receipts. The method of collect¬ 
ing land revenue in kind through co-operative societies should 
be workable, provided efficient co-operative societies are in fact 
available. But the proposal must remain largely theoretical until the 
co-operative movement has developed adequately. 

31 . The present administrative machinery for the collection of 

Administrative l an d revenue has evolved through years of expe- 

machinery rience, trial and error, and has on the whole been 

, one ©f the most efficient instruments of admi¬ 
nistration. The following reforms are usually suggested in the land 
revenue administration:— 

(1) abolition of Boards of Revenue and Divisional Commis¬ 
sioner; and 

(2) substitution of the present system of collecting land reve¬ 
nue through hereditary village officers by paid Government 
servants. 

It is urged that the existence of Boards of Revenue and Divisional 
Commissioners tends to delay matters generally. These are generally 
■supervisory and appellate authorities. In several States, the Boards 
of Revenue not only serve as the highest executive bodies in land 
revenue matters but also as appellate authorities in respect of other 
taxes. Their existence is evidently necessary; if they are to be 
replaced, it will be necessary to establish Revenue and other Tribunals 
for appellate work as has been done, for example, in Bombay. As 
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regards Divisional Commissioners, we note that the Planning Com¬ 
mission says, “There is need for senior officers to whom the new dis¬ 
trict officer can turn for advice and guidance. In the context of the 
implementation of the Plan it will be a distinct advantage to have 
an authority like the Commissioner at the regional level”. 

32. It has been suggested that the system of hereditary village 
„ , .. officers (e.g., iambardars, patels, as distinguished 

ditiryofficers“fhere- f rom village accountants) should be completely 
’ replaced by an agency of paid Government 

servants. The point urged in favour of such an agency is that the 
Government servants would be trained and be able to keep accounts 
and to increase generally the efficiency of collection. The experi¬ 
ment of replacing village officials by Government servants has been 
tried in certain States; but in some of them, instead of leading to 
greater efficiency, it has resulted in slackness in revenue collections. 
The following extract from the memorandum sent by the Orissa 
Government is relevant: — 

“The collection of land revenue in the period when the Sarba- 
rakari system was in vogue was about 90 per cent, whereas 
after the abolition, it came down to 64 per cent, on the 
average. The collection on arrear demand was 100 per 
cent., but it had gone down to 70 per cent. The Sarbarakar 
who had a sort of permanent interest in the village and was 
particular about his prestige, position, status and dignity 
and was anxious for a good record of service in the interest 
of his succeeding generations was serving the Government 
and the people of his village with loyalty. The position 
has since undergone a change after the introduction of the 
Naib Tahsildari system. Not only the collection has fallen 
and local leadership has vanished but Government pro¬ 
perty, communal lands, village forests, etc., have also prac¬ 
tically no protection. So far as collection of land revenue 
is concerned, the Naib Tahsildar does not show a fraction of 
the responsibility which the Sarbarakar used to do. On 
the pain of punishment, he was made to pay the entire reve¬ 
nue, no matter whether he collected it from the tenants or 
not, but Naib Tahsildar credits just that amount which he 
is able to collect from the tenants. In the last resort, certi¬ 
ficate is the only weapon to collect the arrears. It appears 
that 30 tb 40 per cent., of the total revenue has to be collect¬ 
ed by certificate procedure, though as a rule certificate pro¬ 
cedure should be resorted to only on rare occasions. But 
under the management of the Naib Tahsildar the certi¬ 
ficate procedure may be the system itself. The magnitude 
of work thus thrown on the Certificate Office will be consi¬ 
derable. In the ultimate analysis, collection of the arrear 
revenue is made by peons. The tenant may not, therefore, 
get a fair deal under this system.” 

The Madras Land Revenue Reforms Committee, 1950, while recom¬ 
mending the abolition of the hereditary system, has suggested that 
-selection of village officers should be made from among suitable and 
qualified persons resident in the village and if such persons are not 
-available from among the residents of the village, selection should be 
made from among other suitable and qualified candidates, subject to 
the condition that the selected officer takes up residence in the village. 
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the present terms, emoluments and other conditions remaining, 
unchanged. The Committee did not feel that there would be any 
difficulty in getting such men, as the posts carry a certain amount of 
prestige and power and the persons who offer themselves for the post 
would have either lands in the village or some other local avocation. 

33. Another alternative proposed is collection of land revenue 
Collection through through village panchayats. It is claimed that 
village panchayats these will be able to deal more considerately 

with the individual revenue-payer than the 
departmental agency of village officers. 

34. We see no objection to the collection of land revenue being 

Our suggestions entrusted to village panchayats wherever suit¬ 

able, the panchayat getting a commission on the 

recoveries. In actual fact, however, such a course is not likely to be 
feasible except in a limited number of instances. Apart from this, we 
endorse the suggestion made by the Madras Land Reforms Com¬ 
mittee that hereditary village officers such as revenue patels and 
lambardars should be replaced by stipendiary village officers selected 
from among suitable persons of the locality preferably those holding 
lands in the villages to which they are appointed. 



CHAPTER VI 

ASSESSMENT OF NON-AGRICULTUREL LANDS 


Introduction 


We have already seen that where land is used for purposes of agri¬ 
culture, the return to the State is fixed under the 
land revenue settlements, having regard to fac¬ 
tors such as soil, yield, prices, rainfall, rental statistics, economic con¬ 
ditions of the area etc. But when land is put to non-agricultural uses 
like constructing a residential building or erecting an industrial plant, 
the owner of the land gets an unearned increment particularly with¬ 
in or in the vicinity of growing towns and cities. This increment 
in land values can generally be attributed mostly to the expendi¬ 
ture incurred out of public revenues, either by Government or by 
local bodies. In order that this increment should be utilized 
as a source of revenue, the Government of India had, as 
early as 1879, informed the provincial Governments that there was 
no reason why land revenue should not be recovered on lands 
attached to private residences or occupied by buildings on the same 
basis as upon arable or pasture lands. Further, instructions were 
issued in 1897 in regard to the assessment of urban land sold or 
let by Government specifying that where competition existed, the 
ground-rent should be assessed at full rates and that where other 
considerations came into play, the ground-rent should be assessed 
at a rate not exceeding 33 per cent, of the letting value. In 1911, 
in view of the diversity of the practices obtaining in different pro¬ 
vinces of assessing non-agricultural lands and the advisability of 
securing for the benefit of the community an adequate revenue from 
the taxation of such lands, the Government of India considered it 
necessary to prescribe certain general principles for the assessment 
-of such lands. But before it could consult the provincial Govern¬ 
ments and settle the principles, the Montford Reforms were intro¬ 
duced and land revenue became a provincial subject. Subsequently,' 
the Government of India did not lay down any general principles 
of non-agricultural assessment for adoption throughout India. 

2. It is important to note that the practice regarding the levy 
of non-agricultural assessment varies from one 
Present position State to another. For the purpose of levy of 
noa^agdfultu°* non-agricultural assessment, States in India may 
assessment be classified into three categeries, viz., (1) 

States having statutory provision regarding the 
assessment of non-agricultural lands; (2) States having no such 
statutory provision but levying the assessment under executive 
orders; and (3) States not levying such assessment. In the first 
category fall States like Assam, Punjab, Bombay, Saurashtra, Kutch, 
Mysore, Hyderabad, Bhopal, Madhya Bharat, Bihar and West 
Bengal. Amongst these States, the provision made in the Bombay 
Land Revenue Code, 1879, and the Rules made thereunder is the most 
comprehensive. The land revenue laws of Mysore, Hyderabad and 
Bhopal follows the pattern of the Bombay Code and the provision for 
levying non-agricultural assessment, if not equally comprehensive, is 
•essentially the same. Amongst all States it is‘only West Bengal 
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which has a special enactment (the West Bengal Non-Agricultural 
Tenancy Act, 1949) for this purpose. States like Madras, Vindhya 
Pradesh, Rajasthan and Coorg come under the second category 
where there is no statutory provision for assessment of non-agri- 
cultural lands, but such assessment is levied under executive orders 
issued from time to time. 

No assessment on non-agricultural lands is levied in the States 
of PEPSU, Travancore-Cochin, Himachal Pradesh, Ajmer-Marwara, 
Uttar Pradesh and Orissa. PEPSU followed the Punjab land 
revenue system, which till 1952 had no provision in its Land Revenue 
Act for such a levy. It has yet to accept the new provision adopted 
in Punjab for the assessment of non-agricultural lands. In Travan¬ 
core-Cochin, so long as the basic land tax is levied, such a levy is 
considered unnecessary. In Himachal Pradesh, presumably because 
of the hilly and backward character of the tract, no distinction is 
made in the assessment of lands used for agricultural and non- 
agricultural purposes. In Uttar Pradesh and Orissa, no specific 
distinction is made in the assessment of agricultural and non-agri¬ 
cultural lands, presumably because of the existence of the zamin- 
dari. For these reasons, the concept and practice of non-agricul- 
tural assessment has not yet developed in these States. 

Appendix F shows in detail the systems and rates of non-agri¬ 
cultural assessments in force in the different States in India. 

3. The assessment of non-agricultural lands in rural areas relates 
Assessment of house- P^rdy to house-sites occupied generally by 
sites in villages agriculturists. In Bombay, all the gaothan or 

village sites, which were at the time of the 
original settlements used by agriculturists for construction of their 
houses are exempted from non-agricultural assessment. This prac¬ 
tice is, however, not uniform in all States. In the Khurda Khas 
Mahal of Orissa, the house-sites are not only not exempt from assess¬ 
ment but the rent of house-sites is higher than the rental value 
of agricultural lands. In the ryotwari areas of the Ganjam and the 
Sambalpur Districts of the same State, however, the house-sites are 
free from rent. But when any area is especially declared as 
urban area, the house-sites are assessed at higher rates of rent. 
In Bihar, under the Bihar Tenancy Act and the Chota Nagpur 
Tenancy Act, a tenant can use his land for the construction of his 
residential buildings including pucca buildings and also for run¬ 
ning cottage industries, and the use of land for these purposes is 
considered to be within the terms of the farm tenancy. Tenants 
in the urban areas of the districts of Cuttack, Puri and Balasore 
are mostly pattadars in respect of their home-stead lands. In Madras, 
there are cases where sites are occupied free because they formed 
a part of the old village natham (residential sites). There are also 
cases where house-sites have been disposed of on more favourable 
terms as to quit-rent. In Madhya Pradesh, the abadi lands in mah als 
in the old Central Provinces were not assessed at previous settle¬ 
ments. In Berar, no assessment is levied on lands in village sites 
in villages and towns which are not subject to the nazul rules. 
Under the revenue law obtaining in both the areas, agriculturists 
are entitled to a free house-site in a village. In towns administered 
as nazul lands in both parts of the States, there are lands which' 
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have been occupied free by the people long before a town was settl¬ 
ed and which have been allowed to continue to be held free of 
assessment. 

4. Apart from the residential lands, there are other lands in 
_ . . several States which are either wholly exempt 

^ption from^pay- from assessment or subject to quit-rent or old 
ment of assessment (nominal) rent fixed for a long period. In 

Bombay, there are lands granted revenue-free 
for construction of schools, colleges, hospitals, dharmashalas or lands 
assigned for public purposes such as burial or grazing purposes. 
Besides, in some cases, non-agricultural assessments have been settled 
under long leases varying from 30 to 999 years. Further, in the city 
of Bombay, the assessment is not fixed according to the agricultural or 
non-agricultural uses of land, but is governed by the special provisions 
of the Bombay City Land Revenue Act, 1876. The assessment under 
the Act depends upon the nature of the existing land tenures. In 
Madras also there is a freehold tenure in plantations, which was 
created in lieu of a lump sum payment of ground-rent. The 
Madras Land Revenue Reforms Committee has, however, recom¬ 
mended its abolition. In West Bengal non-agricultural lands are held 
on a fixed rent or free of rent either under a decree or order passed by 
a competent authority. The rents of such lands are not liable 
to enhancement. The Uttar Pradesh Zamindari Abolition and Land 
Reforms Act, 1950, which makes no differentiation in the assessment 
of lands used for agricultural and non-agricultural purposes, how¬ 
ever, provides for exclusion from the assessment of lands occupied 
by khalyans, grave-yards, groves and buildings which do not con¬ 
stitute improvements. 

The above illustrative cases indicate that the Governments’ right 
to levy or enhance non-agricultural assessment has, for certain 
categories of lands, been limited on account of factors like past 
revenue history and exigencies of administration during the British 
regime. 

5. The basis of assessment of non-agrieuiiural lands in rural 
Non-agricultural as- ^eas differs from State to State. In Assam, 
sessment in rural the settlement terms usually contain a provi- 
areas sion that if the land is used for commercial or 

. industrial purposes the assessment may be revis¬ 

ed during the term of settlement: the highest assessment for land 
diverted to non-agricultural use in rural areas is ten times the agri- 
cultural assessment in similar lands. In Bombay, the law provides 
for the levy of the non-agricultural assessment according as the use is 
tor (a) building or (b) purposes other than building. The villages 
are divided into two categories and the rules prescribe the minimum 
non-agricultural assessment equal to the agricultural assessment and 
the maximum equal to two pies per square yard (or Rs. 50 per acre) 
Mysore and Hyderabad levy non-agricultural assessment according 
to the use made of the lands concerned, as in Bombay. 

The law in West Bengal does not make any distinction .between 
rural and urban areas in the matter of non-agricultural assessment. 

I he rents for such uses are fixed, having regard to factors like the 



240 


•existing rent, rents prevailing for similar uses in the vicinity, market 
value, etc. The rent can be enhanced up to a limit of 12J per cent, 
of the previous rent. 

Till 1952, there was no provision in Punjab for imposition of 
non-agricultural assessment; but the Punjab Land Revenue Act, 
1887, was amended in 1952 to enable Government to levy such 
assessment. 

6. Different States have adopted different methods for assessing 
non-agricultural lands in the urban areas. 
Non-agricultural As indicated earlier, Bengal makes no dis- 

area S s Sment m urbaa tinction between rural and urban areas, 

*‘ !S while Bombay has separate provision for 

non-agricultural assessment in rural and in urban areas. The 
towns and villages are divided into two classes and the 
maximum and minimum rates are fixed (vide Statistical 

Appendix G). A special rate higher than two pies per square yard is 
levied when the land is used for temporary non-agricultural pur¬ 
pose or the land enjoys the advantage of an exceptionally good situa¬ 
tion or the use is of a special kind. But where there is a keen 
demand for building sites, the rates of assessment are fixed on half 
the five per cent, of the market value of land. These v are called the 
standard rates. In order to stimulate building activity, conces¬ 
sions are granted for payment of. five-eighth non-agricultural assess¬ 
ment generally and by way of the non-levy of such assessment for the 
first three years in the case of co-operative housing societies. If the 
standard rates are high, there is a provision for a graduated levy of 
the assessment. In the case of lands used for commercial and 
industrial purposes, the non-agricultural assessment is leviable at 
the standard rate or at a rate higher than the ordinary rate. For 
brick manufacture, the assessment is levied at Rs. 40 per acre and an 
additional rate of Rs. 2/8/- per every lakh of bricks manufactured. 
Like Bombay, Bhopal levies the non-agricultural assessment accord¬ 
ing to the use of land. 

In Madras, the ground rent is separately charged for the Madras 
City and the mufassil towns. In the Madras City, the rent is fixed 
at a figure slightly below the estimated competitive annual rental 
value and the occupancy right is sold in auction. In mufassil towns, 
there are (a) ground rents of the Madras City type and (b) ground 
rents at a flat rate of Rs. 6/4/- and Rs. 12/8/- per acre. The 
Madras Land Revenue Reforms Committee has recommended 
that the Madras City Rules of ground-rent should also be extend¬ 
ed to other urban and semi-urban areas in the State. 

The Assam Land Revenue Reassessment Act, 1936, divides lands 
into town lands and non-town lands. The town lands are in turn 
divided into three main classes: — 

(a) agricultural land (including agricultural residences), 

(b) residential sites, and 

(c) trade sites. 

The fates of assessment are not to exceed the rate of assessment 
of agricultural land by 25 per cent, and 50 per cent, respectively, in 
the case of the lands at (b) and (c) above. 
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In Bihar, the urban lands are divided into three categories, viz., 

(1) for commercial purposes, 

(2) for residential purposes of higher income groups, and 

(3) for residential purposes of lower income groups. 

In the area earmarked for commercial leases, the settlement is 
made by auction according to the highest bid. In the residential 
area of higher income groups, the settlement is to be made on the 
basis of a higher standard; whereas in the area for the lower income 
groups, Government have to fix the fair rate of rent and salami (a 
lump sum payment). 


The Hyderabad law provides for the levy of non-agricultural 
assessment; but most of the lands within or in the vicinity of 
growing towns or cities have not been subject to non-agricultural 
assessment, even though the lands have been extensively built upon 
This was presumably due to the existence of jagirs and Sarfe-khas 
lands of the Nizam. Now that these categories of lands no longer 
survive, the State can levy non-agricultural assessment. 

In Rajasthan, there is no statutory provision for the levy but 
special rules have been framed for imposition of altered assessment 
called the urban assessment’. Such assessment is not levied in any 
part of Rajasthan except the Jaipur city. 

The Madhya Bharat law empowers Government to grant leases 
ot lands to be used for purposes other than agricultural purposes. 
* ^u ri ^ ts anc ^ t ^ ie liabilities of such leases are defined by the terms 
of the lease. No distinction seems to have been made for rural and 
urban areas. 

7. From the foregoing account, it will be clear that there is a 
Diversity in basis of S rea t diversity in the basis and rates of assess- 
assessment ment of non-agricultural lands. The annual 

, . value is taken as a basis in Assam, gross rental 

value in West Bengal, freehold value in Madhya Pradesh and Madras 
and market value in Bombay. Even in individual States, like Bihar’ 
Bombay and Vindhya Pradesh, we find different basis for different 
uses. We have already referred to the existence of many and varying 
rates of assessment in several States. This complexity in the bases 
and rates of assessment arises out of the past revenue history and 
different land systems prevalent therein. 


8. In the States where the non-agricultural assessment is levied 
Period of assessment the rates of assessment are fixed for a certain 
number of years. In Bombay, the rates are 
generally guaranteed for 30 years. In Bihar, all leases of lands for 
buildings and commercial purposes are revisable at the end of 30 
years and the rent can be enhanced subject to the maximum of 
double the rent fixed. In Madhya Pradesh, the leases of the na?ul 
lands are renewable at the end of 30 years and the ground-rent is 
liable to be revised at each renewal. The ground-rents in Madras 
are, however, subject to revision at the end of ten years. In Assam 
the rates of revenue for the town land (bas.ed on the annual value 
of the sites) are guaranteed for a maximum period - of 30 years. In 
West Bengal, the rent of a tenant, once it is enhanced by a court 
318 M. of F.—16 



or under the terms of a contract, cannot be further enhanced during 
the following fifteen years. 

In short, the periods of re-assessment of the non-agricultural 
lands vary from 10 to 30 years generally. 

9. After the enactment of laws for the abolition of the zamindaris, 
Recent trends and .1 a £ irs an d other special non-ryotwari tenures, the 
developments State Governments have turned their attention 

to revising the existing land revenue laws or 
framing new ones where none exists. This tendency is particularly 
noticeable in some States, e.g., the State Governments of Rajasthan, 
Madhya Pradesh, Delhi and Vindhya Pradesh have recently sponsored 
legislation on this subject. These legislative measures, inter alia, 
provide for the levy of non-agricultural assessment. The Rajasthan 
Land Revenue Bill, 1954, provides for the levy of non-agricultural 
assessment when agricultural land is put to non-agricultural use and 
for special rates in lieu of revenue or rent for the urban areas. 
Similar provision has been made in the Delhi Land Reforms Act, 
which was passed recently. 

The Madhya Pradesh Act, 1954, which consolidates and amends 
the law relating to land revenue, similarly provides for the assess¬ 
ment of non-agricultural lands in urban and non-urban areas. In 
the non-urban areas, the assessment of non-agricultural land is not 
to exceed 33 per cent, of the estimated rental value of land and is 
to be guaranteed for a period not less than 30 years. As regards the 
assessment of lands in urban areas, the lands are to be formed into 
blocks for industrial, commercial, residential and such other pur¬ 
poses. The standard rate of assessment for residential purposes is 
to be one-third of the average annual letting value and for indus¬ 
trial or commercial purposes one-half of the said value. Such rates 
are to remain in force for ten years. 

The Vindhya Pradesh Land Revenue and Tenancy Bill, 1953. as 
it emerged from the Select Committee in September 1954, provides 
for assessment of urban land at special rates. Provision is also made 
for exempting from assessment of land revenue certain categories 
of lands such as market and village sites, permanent threshing floors, 
grazing grounds, grave-yards, cremation grounds, etc. Lastly, every 
tenant, agricultural artisan or labourers and every village chowkidar 
is made eligible to a rent-free house-site in abadi not included in 
any urban area. 


10. In Bombay and Madhya Pradesh, a part of the receipts from 

Apportionment of the non - a g ricu hural assessment is handed over 
the proceeds to the local authorities on the assumption that 

increased return from the land is partly due to 
the amenities provided by the municipalities. In Bombay, 75 per 
cent, of the non-agricultural assessment is given as grant-in-aid to 
the municipalities. In Madhya Pradesh, four-fifth of the receipts 
from nazul revenue excluding premia on sales are paid to local bodies 
after meeting the cost of administration. 

11. From the above analysis, two facts emerge. Firstly, the prin- 

„ , . „ ciples and practices regarding non-agricultural 

Recommendations as £ essment are mainly g ased * pon th | use and 

the value of land. Secondly, the majority of the States have not given 
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adequate attention to the taxation of unearned income derived by 
lands put to non-agricultural uses. The assessment of such lands at 
rates higher than those for agricultural lands is wholly justifiable 
since the increase in value of non-agricultural lands is generally not 
due to any expenditure or effort on the part of the owner, but arises 
because of the growth of population, the extension of towns, the 
introduction of railways, the provision of civic facilities and so on. 
We see no reason why States which have not developed this source of 
revenue so far should not now do so. We recommend that in such 
cases a regular- system of assessment of non-agricultural assessment 
should be introduced on the lines of the system prevailing in States 
like Bombay. 

Non-agricultural lands are of different types: those used for the 
construction of buildings and factories and those used for other pur¬ 
poses like manufacturing bricks. We are of opinion that the assess¬ 
ment will have to differ according to the use to which the land is 
put. On lands used for constructing buildings and factories, the 
assessment will have to be related to the market value of the pro¬ 
perty, and where this is not feasible, to its annual value. 

Apart from the diversity in basis and rates of assessment, there 
is no uniformity in the term of settlement. A long term assessment 
is likely to involve either loss to Government or hardship to the 
owners. As the market values of lands fluctuate from time to time, 
it is advisable to fix non-agricultural assessment for a reasonable 
neither too short nor too long. We therefore recommend 
that the land revenue laws should provide for periodical revision 
of the rates fixed. 

In several States, the building sites in village abadis (sites) are 
exempt from payment of any assessment either wholly or partially 
because of the customary usages and practices. We are of opinion 
that it may not be expedient to disturb the century-old practice and 
subject such sites to assessment. We, therefore, recommend that 
the present exemption of the village sites from payment of assess¬ 
ment may continue as hithertofore with a view, firstly, to develop 
them and, secondly, to enable the village panchayats to realise some 
revenue from those sites. 


In old towns and cities, where there are certain areas held as 
wholly or partially free from assessment, agricultural or non-agri¬ 
cultural, these alienations of land revenue were necessitated on his- 
torical or contractual grounds. After independence, as we have 
elsewhere noticed, several such alienations in the rural areas pertain¬ 
ing to agricultural land have been abolished by State Governments. 
We recommend that, as a rule, such concessions of land revenue 
shouid be withdrawn in the urban and the semi-urban sectors as 
well with reference to hoth agricultural and non-agricultural uses 
ot land. 

We have carefully considered the question whether it is desir¬ 
able to make some concessions in the case of revision of ground- 
rents m localities used for residential purposes by persons belong¬ 
ing to lower income-groups. We are of opinion that no special con¬ 
cessions are called for. F * 
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We have noticed that some States at present prohibit conversion 
of agricultural land to non-agricultural uses and if the use is alter¬ 
ed without the permission of the Collector, a fine is imposed. We 
recommend that the system of levying penalties in lieu of or in 
addition to non-agricultural assessment should be discouraged and 
replaced by a regular tax on non-agricultural lands. 

As in the-case of the assessment of agricultural lands, there should 
be provision for the grant of suspension and remission of non-agri¬ 
cultural assessment in times of distress, when buildings are affected 
by fire, floods, storm, etc., and become uninhabitable or when 
construction is prohibited for security reasons. 

Lastly, in some States, a part of the receipts from assessment of 
non-agricultural lands is assigned to local authorities. As the 
receipts are largely realised in urban areas, it is but appropriate that 
municipalities should benefit financially from any increment in the 
value of sites. We recommend, therefore, that a part of the receipts 
from non-agricultural assessment should be given as grants to the 
local bodies within whose areas they are collected. 



CHAPTER VII 


IRRIGATION AND BETTERMENT CHARGES 
(1) Water rates 


The present system of irrigation charges has developed 
„ .. . differently in different States with the result 

charge 18 ° f ,rrigaton that there is multiplicity both in the principles 
and in-the rates of assessment. A broad classifi¬ 
cation of the charges would be: 

(1) those payable by cultivators in return for the service of 
irrigation and thus forming an item in the cost of produc¬ 
tion; and 

(2) those payable by the owners of lands benefited, in 
consideration of the increase in the value of the land. 

Problems relating to the latter category of charges are discussed 
in a subsequent section. At this stage, we may consider the system 
of water rates, water cess or occupier’s rates, as they are variously 
termed, which at present constitute the bulk of irrigation revenue 
Except on projects in scarcity areas which are undertaken with a defi¬ 
nite protective intent, water charges on the productive schemes vary 
both in the method and the rates of levy. A rough indication of the 
variation in charges for the principal crops or classes of crops in 
different areas as well as the basis of their assessment is given in 
Statistical Appendix No. 3. The more important systems of levying 
water charges may be grouped under the following heads: 

(i) Volumetric rate, i.e., a charge according to the quantity of 
water delivered. 

(ii) Consolidated rate, i.e., water charge which is consolidated 
with the land revenue assessment and fixed on the settle¬ 
ment principle. 

(iii) Differential rate, i.e., a rate for water taken on dry land 
from Government sources of irrigation corresponding to 
the difference between the assessments on dry lands and 
wet lands. 

(iv) Occupier’s rate, i.e., a fixed rate charged on the area actual¬ 
ly irrigated and which usually varies with the nature of 
crop or crops. 

(v) Agreement rate, i.e., a charge based very much on the same 
lines as in (iv) above, but which is fixed by agreement for 
a period of years and paid for, whether water is taken or 
not. 
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Each of these methods is discussed below: 

2. Volumetric rate .—Although the principle of levying a charge on 
the basis of the quantity of water consumed is generally accepted and 
it has been made applicable to lift irrigation schemes (Bombay, Uttar 
Pradesh and Bihar), the application of this system to lands under 
canals is found to be difficult. It is at present confined only to a few 
large estates in Punjab. The underlying principle is much the same 
as is applicable to the supply of gas or electricity. The undertakings 
providing the supply charge their consumers according to the number 
of units consumed. The main advantage claimed for this system is 
that it promotes the economical use of water, while at the same time 
securing, under conditions of keen demand, an adequate return to 
Government. However, as the Indian Irrigation Commission observ¬ 
ed, the emphasis needs to be laid largely on a system of volumetric 
distribution rather than on assessment, as the latter is not without its 
practical limitations. A difficulty inherent in this system is related 
to the purely mechanical aspect of measurement; for it is not easy to 
devise a mode of measurement which, while on the one hand reliable, 
is on the other not readily susceptible to malpractices on the part of 
petty officials. Besides, the success of the scheme is largely depend¬ 
ent on proper and effective arrangements for distribution of water 
between different landholders and for apportionment of costs 
between them. This is especially difficult where the area irrigated 
consists of a number of small and scattered holdings. The working 
of the system in Punjab, where it was tried sometime ago, has 
shown that it does not secure the principal advantage claimed 
in its favour, that of economy in the use of canal waters. The expe¬ 
rience was that the average consumption of water worked out higher 
than under the system it replaced. Moreover, as the principle was 
accepted that the volumetric rate should not exceed the value of 
water charged under the acreage system, Government derived no 
financial advantage either. The volumetric system, however, works 
well in the case of lift irrigation schemes, tube wells, etc., and where 
the area irrigated is in a compact block. 

3. Consolidated rate .—This system obtains largely in areas com¬ 
manded by older works in the States of Madras, Mysore and Hyde¬ 
rabad. The charge for water is merged in land revenue proper and 
fixed on settlement principles. In Hyderabad, for example, while 
fixing wet rates consideration is given to the ‘water class value’, 
besides the ‘soil value’, depending on the character and value of the 
means of irrigation assigned to each unit of land. The advantage of 
the system is that it avoids multiplicity of taxes and reduces to some 
extent the cost of assessment. The system also provides for compul¬ 
sory payment of a water charge which would ensure a minimum 
return on the project. Even if the water charge is consolidated with 
land revenue, it is usual to separate the charges for land and water for 
accounting purposes, although the principle of such division would 
seem to be arbitrary and not based on any precise calculation of the 
value of water and land separately. Thus the proportion of assess¬ 
ment due to water, which, for instance, may be anywhere between 62 
per cent, and 86 per cent, of wet assessment in the various districts of 
Madras and Andhra is worked out on the basis of the difference 
between dry and wet rates for different classes of land. Excepting that 
the value of water is in some measure influenced by the nature of 
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soil in the area under irrigation, there is no other reason for lump¬ 
ing land revenue and water charges together. This practice has, how¬ 
ever, been discarded on all new works, and an examination of this 
system has, therefore, no practical significance except with reference 
to a few old projects. 

4. Differential rate .—Another system of water charge, which has 
been condemned as unsound in theory and extremely clumsy in prac¬ 
tice by the Taxation Inquiry Committee, is the differential rate sys¬ 
tem adopted in some of the older works in Andhra and Madras. The 
principle, here, is that when a dry land is irrigated from Government 
sources, the water charge should correspond to the difference 
between the wet rate and the dry rate of assessment of the corres¬ 
ponding land. The advantage claimed for the system is that it 
provides for a charge commensurate with the yield of the land. It 
avoids the drawbacks of a system of fixed water rates under which 
the same rates are charged for all lands alike, irrespective of the net 
profits of irrigation, merely because the lands happen to be irrigated 
from the same source. The system, however, involves a large number 
of complicated calculations which would not be easily comprehended 
by the village officers, nor be intelligible to the cultivators. There 
are other administrative difficulties in so far as the system gives 
rise to a large number of money rates rendering proper preparation 
of accounts and checking difficult, if not providing some scope for 
malpractices. Finally, its applicability is limited to areas of which 
proper soil classification has been made. In view of these difficulties, 
there has been an increasing preference for a fixed rate system under 
which the water charge is fixed on a flat rate basis and varies only 
with such considerations as the nature of crop grown, category of 
irrigation facility, etc. 

5. Occupier’s rate.—A system that is in general operation over the 
greater part of the country is one where the charges are related to 
the natuie of crop or class of crop and are fixed'for the area actually 
irrigated. The rates for different crops are based mainly on these 
considerations: 

(1) quantity of water normally required by the crop; 

(2) the scarcity or abundance of supply at the time; and 

(3) value of the crop. 

a?° nCeSS ^° na ^ ra ^ es are provided in respect of certain crops, e.g., 
fodder crops. There is, however, no variation in charge according 
to the distance of the land from the head of supply, its productivity 
or its value. An objection usually raised against this system is that 
it is not conducive to economy in the use of water. Moreover, under 
conditions of competitive demand, it fails to secure optimum revenue 
to Government. 

6. Agreement rates .—While the principle of ‘no water, no charge’ 
is generally observed, agreement or lease systems of water rates have 
come to be adopted on certain works as a result of local conditions 
and requirements. In the deltaic regions of Orissa, West Bengal 
parts of Bihar and Madhya Pradesh where climatic conditions render 
it very doubtful whether the cultivator will in any particular 
season take water for his field or not, attempts have been made 
to induce him to take a lease for a period of years. For instance, 
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in the area commanded by canals in Orissa, the present 
practice is to give long term block leases, which often extend upto 
ten years. Such leases are generally sanctioned where 95 per cent, 
of the net irrigable area of the block has been signed for. While 
long term leases enable the cultivators to draw water from June to 
March for whatever crops are grown, seasonal leases are also given 
usually for irrigation of rice lands. Within the period of the agree¬ 
ment or lease, the payment is compulsory, so that the Government 
is not saddled with the cost of maintenance of works without realis¬ 
ing water charges, which a voluntary system under conditions of 
intermittent demand would involve. Under the long term lease the 
cultivator is required to pay a lower charge and this concession 
encourages him to enter into a long term agreement. The system has 
proved popular as is evident from the growing demand for such leases 
and from the extent of increase in the guaranteed area. Another 
type of agreement rates obtains in the Deccan Canals in Bombay, 
where industrial concerns like sugar companies have secured the 
facility of a regular supply of water by entering into agreements 
covering long periods. Here, the crops arte Valuable commercial 
crops requiring a perennial supply of water which has to be gua¬ 
ranteed. For assuring such supply, the Government recover a much 
higher waiter charge. The water rates charged in the case of Goda- 
y^iand Krishna projects in Andhra and in the case of some projects 
m Madras are similarly on the basis of agreement rates. 

7. In areas where water is taken on demand with special permis- 
sion, demand or occasional’ rates are charged which are consider¬ 
ably higher, sometimes nearly twice the agreement rates. Where 
canal water is utilised without proper authorisation, penal rates are 
imposed, which are raised with the recurrence of such offence. 

8. Some of the system's of water charges outlined above also apply 

Minor irrigation to ?™ or lrri g ati °n schemes. The term ‘minor 
works work does not necessarily indicate the degree of 

i ts importance or its unremunerative character, 
these works, for which detailed finance and revenue accounts are not 
maintained, comprise various classes and sub-classes of schemes vary¬ 
ing from small ponds and wells constructed and maintained by private 
effort to large storage tanks benefiting hundreds of acres of wet lands 
The advantage of these works is not so much in the revenue they pro- 
vide to the State as in the scope they afford for the practice of economy 
m the use of water and the distribution of water by the cultivators 
themselves without any outside interference. A number of these are 
old works constructed by former rulers, on which at present expendi¬ 
ture by way of extensions and repairs only is incurred Thus in 
Madras, the cost of repairs is recovered from the cultivators under the 
Kudi'rnaramath Act’ where an irrigation channel is found to have 
^ the pattadars fail to undertake the necessary repairs 

Where the villagers themselves maintain the works, a small cess 
is levied to finance the improvement of the channels or group of 
channels concerned. Similarly, in the State of Mysore, an irrigation 
cess is levied at a flat rate of one anna in the rupee of assessment 
C j le on all irrigated lands, and the amount so realised is devot¬ 
ed to the repair of tanks. The cess, however, is not a distinct levy 
and at the time of revision settlement, it is merged in the standard 
assessment. There is also provision to recover one-fourth of the 
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actual cost or estimated cost of restoration of a work through acre¬ 
age contributions which are levied in proportion to assessments pay¬ 
able on lands under command of the work. Elsewhere as in 
West Bengal, Government sometimes empower private parties 
such as co-operative societies, etc., to construct or repair minor irri¬ 
gation works, and they are allowed to enjoy the benefits of the works 
for a period of 25 years or so. Where additional benefits are provid¬ 
ed, the Government may charge a small cess. For the construction 
or repair of many of these works, Government contribute a subsidy 
ranging from 1/3 to 75 per cent, of the cost of repairs. In Bombay, 
the practice is somewhat different. Here the works .are grouped as 
first or second class according to their economic value and classifi¬ 
cation of accounts. On some of these works, very high rates are 
charged which are, however, optional in the sense that they are pay¬ 
able only by those who draw the supply of water. In Madhya Pradesh, 
there is no clear-cut distinction made between major and minor 
works. The practice in regard to the levy of charges for supply of 
water from new minor irrigation works, varies from State to State. 
Where the cost of the scheme is contributed by villagers either in 
the form of cash or labour, no payments are recovered for supply of 
water except when specific repairs or mprovements are undertaken. 
In Bihar, under a recent Act (Public Irrigation and Drainage Works 
Act,. 1947), the cost of such schemes is fully recoverable from the 
cultivators, usually in ten annual instalments. 

9. On account of the heavy rise that has taken place in the prices 
of materials and in wages and salaries, the cost 
ance costs of construction of new irrigation works and the 

maintenance of old and new works has increased 
very much. An analysis of the financial results of certain works 
taken at random, shows that the average running expenditure on 
major systems has varied between 54 to 77 per cent, of gross receipts 
during the years 1948-49 to 1950-51 as compared to the average of 40 
per cent, obtaining in the pre-war year of 1938-39 (vide Statistical 
Appendix No. 4). The accumulation of interest charges and the large 
scale extension and renovation of small schemes under the Grow More 
Food campaign have further contributed to an increase in the expen¬ 
diture of State Governments on irrigation. The significance of irri¬ 
gation as an item of revenue in the States’ budgets has, therefore 
dwindled relatively to the growth of other resources, and at present 
it constitutes hardly three per cent, of the combined revenues of the 
Part A and Part B States (vide Statistical Appendix No. 5). 


10. Several State Governments have already taken steps to impose 
Increase in water additional charges or to increase exist- 
rates mg rates. Considerable scope for such 

revision of rates has been provided by 
the improvement in the prices of agricultural produce during 
the War and post-war years. The incidence of water rates which 
were fixed during the latter period has thus gone down 
considerably m recent years emphasising the need for revision in 
rates. It is not possible to state whether the recent increases in 
water charges levied in different States would enable the Govern¬ 
ments to reduce their current costs on irrigation works, but the gene¬ 
ral anticipation is that it would be possible largely to cover the 
increased working expenses on these projects. In Uttar Pradesh 
however, the increased water charges are expected not only to meet 
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the working expenses but to provide resources for undertaking new 
irrigation works or extending existing ones. In Orissa, on the other 
hand, it has not been found possible to improve the returns from 
irrigation works even after revising the water rates on some old 
works. Considerations of backwardness of the tract served and the 
limited capacity of the cultivators to bear the charges make it difficult 
for the State Government to recover the full economic rates. 


11. Apart from enhancing the water rates, other measures express- 
Betterment levy designed to improve the return on the outlay, 

it not to provide additional resources, have 
recently been introduced in some States. The most noteworthy 
among these is the proposed betterment levy which is discussed in a 
subsequent section. Besides this capital charge, the idea is being 
increasingly accepted of enforcing compulsory water charges in project 
areas to meet the minimum maintenance charges and to avoid possible 
losses, especially where adequate response is not forthcoming. In 
Bombay, a Committee was appointed by Government in 1947 which 
examined the question of financial stability of irrigation works in the 
State and recommended the imposition of a compulsory irrigation 
cess in the shape of a small fto be paid by every landowner under 
the irrigable command of a canal system irrespective of whether the 
water was or was not used. In accordance with this recommendation, 
the Government of Bombay have amended the Irrigation Act and 
propose to levy a cess varying between Rs. 2-8-0 per acre in respect 
of 8-month crops to Rs. 22-8-0 per acre payable for perennial crops. 
A similar cess but at lower rates is proposed to be levied on lands 
under command of the Chambal Valley Project and also the Lower 
Bhavani Project. The Committee which examined the question of 
the rates for supply of water from the Hirakud Project, has recom¬ 
mended a basic rate of Rs. eight on all lands which will come under 
the command of the canals. For the Tungabhadra Project also, it is 
proposed to levy a compulsory rate on all lands under command. The 
most recent move in this direction, however, is the decision taken in 
West Bengal to levy compulsory water rates in the area commanded 
by Mayurakshi Project. The compulsory rate is justified on the 
ground of inadequate response from the cultivators in spite of the 
provision of various'inducements in the initial stages of development, 
such as rebates on kharif crops, an option to pay charges in terms of 
paddy, etc. 


Disappearance of 
distinction between 
productive and 
protective works 


12. With the relaxation of financial tests in recent years, the con¬ 
ventional distinction between productive and 
protective works has largely disappeared, 
and it is likely that, in future, investment on 
irrigation projects will be considered more from 
the point of view of the totality of welfare the 
schemes help to create than from that of the prospect of imme¬ 
diate cash returns. There is reason to believe that such 
benefits constitute a significant proportion of total realisations 
from irrigation works. The extent and direction of such 
returns would undoubtedly depend on the nature of the irrigation 
facilities provided and the development potentialities of the 
project area. It would be difficult again to establish any definite 
relationship between these and ‘direct’ returns. While fixing stand¬ 
ards of productive capacity of projected schemes, therefore, it is not 
possible to prescribe any rigid proportion between direct and indirect 
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receipts, the determination being largely dictated by agrarian policy 
and national requirements. The question, however, assumes signifi¬ 
cance while assigning a functional role to water rates in the context 
of the development of irrigation. As a general principle, it is clear 
that, in future, the system of levying water rates will have to be 
such as to enable an economical use being made of canal waters and 
to promote conditions which will make the maintenance and develop¬ 
ment of irrigation works possible on a larger scale than at present. 


Character of the 
water rate 


the water rates do not yield 
service costs; but on some 
Punjab and 'Uttar Pradesh) 
some profits. In the case of 
a definite protective intent, 


No 


13. It is very difficult to make any general statement whether the 
water rate is a service charge or includes an 
element of tax. In the case of more recent 
irrigation works, 

receipts even to cover the water 
older works ( e.g in Hyderabad, 
the Governments concerned realise 
irrigation works undertaken with 
there is a considerable element of subsidy from general revenues! 
The scale of water rates being largely dependent upon economic and 
other circumstances of the area commanded by the works, it takes 
the character of a service charge in some areas and of a tax in other 
areas. Broadly, the assessment of water rates may be regulated 
accordingly to three different principles: 

(1) no loss and no profit; 

(2) no profit and some loss; 

(3) some profit and no loss. 

one principle can, however, be recommended for universal 
application. Ordinarily, water rates must cover the maintenance 
charges, i.e., the policy must be no profit but also no loss. But to 
this there would be several exceptions. A policy of no profit and 
some loss would in our opinion be justified in the case of an irriga¬ 
tion work for a scarcity area which is being economically developed. 
On the other hand, a policy of some profit and no loss would, we 
believe, be justified where an irrigation project has been provid¬ 
ed for a fairly well-off area or where an old work existed from 
which benefit had ’already been derived and continues to be derived 
by cultivators in the region. 

14. Productive irrigation works, i.e., works in areas other than 
scarcity areas, should not, as a rule, involve any 
loss to the general revenues. For this purpose, 
it is necessary, we consider, to link the water 

charges to the maintenance costs. The maintenance costs are of two 
types: (1) those which have to be incurred to keep the irrigation 

project in working order, and (2) those which have to be incurred to 
supply water to the cultivators. Even where no water is taken, the 
maintenance costs of the former type have to be incurred by Govern¬ 
ment. Accordingly, the water charges have to be of two varieties: 

(1) A small charge covering the cost of repairs, establishment, 
drainage, etc., which has to be recovered from every landholder under 
the command of the irrigation project, irrespective of whether water 
is taken by them or not. 

(2) An additional charge for the supply of water which will prima¬ 
rily cover the debt charges, overhead expenses, etc. This will be 
levied on those who actually make use of the water from the project. 


Water rates on 
different works 
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15. At present, in most States, the water rate which is recovered 

. . from the area actually irrigated is fixed with 

and waterrateT * reference to the maintenance costs. Such a prac¬ 
tice presents no difficulty where the demand for 
water is constant and the irrigated area does not vary from 
year to year. Where, however, water from the project is taken 
only to supplement the rainfall and, therefore, the demand 
varies according to the rainfall during a year, Governments are put 
to much loss and fail to recover even the minimum cost of keeping 
the irrigation systems in working condition. The report on a system 
of compulsory water rates in the Tungabhadra Project provides an 
illustration in the shape of the Kurnool and Cuddapah canals where 
even after 75 years of their construction the cultivators in the area 
are accustomed to taking water only if the rains fail. The irrigation 
works in West Bengal also suffer from the same tendency. Where 
irrigation is provided at great c6st and the crops grown are such as 
can be irrigated with profit, the State Governments would, we sug¬ 
gest, be justified in insisting that cultivators avail themselves, to the 
fullest possible extent irrespective of the vagaries of rainfall, of the 
opportunities for better yields provided by the project. A compul¬ 
sory charge which would, therefore, be justified on this ground, 
would in our opinion, have also to carry with it an assurance that 
water will be supplied to cultivators when required. Similarly, the 
provision of facilities in the matter of credit, marketing, etc., will 
induce the cultivators to make increased use of irrigation. 

16. The compulsory maintenance charge has necessarily to be 

Comnulsorv water sma11 in amount; » if its enforcement is to present 
me y no difficulties and if it is to be acceptable to the 

majority of cultivators. At present, there is a 
growing tendency on the part of State Governments to make the 
water rate compulsory. As the water rate covers many other charges 
besides the minimum maintenance costs, a compulsory water rate 
would become a burdensome tax, especially where the scope for 
profitable utilisation of irrigation, because of various unfavourable 
factors, is limited. Though in actual practice the division of water 
charges into a compulsory levy and a voluntary payment as proposed 
above, will vary according to the conditions obtaining in the project 
areas, in principle, the compulsory charge according to us should be 
a small fee relatable mainly to the minimum maintenance costs. 

17. Similar considerations should, we would add, apply to minor 
irrigation works. In so far- as the water charge is consolidated with 
land tax, an element of compulsory payment is already provided for. 
Elsewhere, a small fee is justifiably charged, especially where such 
maintenance is regular and of a nature requiring departmental 
assistance. Where the Government incurs considerable expenditure 
by way of extensions and renovations, a special cess can, in our 
opinion, be justifiably charged on the area benefited by the 
improvements. 

18. In determining the water rate that is payable by those who 

take water, the first principle would be, as indi- 
Voluntary water cated earlier, that the realisations from such a 

r * te rate should at least cover the debt charges and 

overhead expenses on the project. While this would be the basic 
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principle, several other considerations enter into the fixation of water 
rates. The more important of these are: — 

(1) quantity of water supplied; 

(2) value of crop grown; 

(3) extent of benefit realised by the cultivator; and 

(4) ability of the cultivator to pay. 

As observed by the U.P. Irrigation Rates Committee,' 1938: “The 
value of water is a function of the cost of supply and the increase 
in produce value from the land irrigated. The former determines 
the lowest financially sound, and the latter the uppermost permis¬ 
sible limit between which water rates can vary, and a fair rate is 
one which yields adequate profit on the outlay on the one hand and 
offers sufficient inducement to the cultivators, on the other, but 
prevents them from extravagance or waste”. 

19. In any system of water rates, the upper limit is naturally set 

Basis Of water rates considerations of capacity to pay, as reflected 

in the size of net income a cultivator is able 
to gather from his irrigated crop. But determination of net 
income presents many administrative difficulties, although on 
theoretical grounds the case for water rates being linked to net 
incomes is unassailable. The adoption of such a rate would 
involve classification of lands into various categories to cor¬ 
respond to various degrees of benefits conferred and also periodical 
valuation thereof. A water rate fixed on the rental, basis, would 
also not be proper, as rental income is in several cases subject 
to other charges. A simpler method of fixing the water rates is 
to. determine them on the basis of the value of the crop grown. The 
practice in other countries conforms to this principle. A water rate 
which varies with the value of the market price of crops is also 
more equitable than a flat water rate. Further, a water rate linked 
to the crop provides scope for variation in the charges according 
to the quantity of water drawn, since water requirements vary con¬ 
siderably for different crops. A charge dependent entirely upon the 
quantity of water drawn is more scientific and a large body of 
opinion is in favour of the adoption of the volumetric basis. Although, 
as discussed earlier, the system is theoretically ideal and is in opera¬ 
tion in lift irrigation schemes, its extension to canal irrigated lands 
presents a number of practical difficulties. It is obvious that while 
fixing rates for supply of water for irrigation no single basis which 
would meet the different conditions and differing requirements of the 
various States can be devised. 

20. The scope and justification for the inclusion of a tax or profit 

_ _ , . element in the water rate arises in areas where 

Profit element In wate r the alternative cost of supply is higher than the 

rate fixed by the Government or where the area 
covered by the work is fairly developed and the irrigation facilities 
add further to this development. Moreover, where because of 
the low cost of construction and maintenance of old irrigation 
works, water rates are much lower than in other areas and 
undue advantage from these low rates is derived by individual 
cultivators, the State Governments would be justified in increasing 
the water rates by adding an element of tax with a view to appro¬ 
priate to the general revenues some part of these large benefits that 
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have accrued. Normally, however, the possibility of State Govern¬ 
ments earning profits from water rates is limited, being confined 
practically to the older works, as in most of the recent projects the 
costs of maintenance are so great that no margin is left for earning 
profits from water rates. 


Period for which the 
rate should remain 
in force 


21. Yet another problem which arises while fixing the water rate 
is the term for which the rate is to be fixed. 
Except in areas where the rates are consolidated 
with the land revenue or charged under special 
agreements, in which case an earlier variation 

in charge is not feasible, rates once prescribed continue for an 
indefinite period till they are again revised by Government. Gene¬ 
rally, the practice is to vary the rates with reference to such factors 
as increased cost of maintenance, increase in agricultural prices, 
requirements of State budgets, etc. Thus, the rates charged on 
canal waters in Bombay are revised at intervals of three to five years. 
While in Madhya Pradesh the rates are reviewed almost every 
year, in Punjab and Uttar Pradesh, the rates have been revised 
at less frequent intervals. Rates fixed on a long-term basis give a 
feeling of security to the farmers and also impart a degree of stab¬ 
ility to irrigation revenues. Further, they obviate the necessity of 
annual assessments and to that extent administrative costs are 
reduced. Water rates fixed on a long-term basis do not, however, 
take any account of the rise or fall in agricultural prices and parti¬ 
cularly-in the present period of development, such a practice would 
deprive Government of a legitimate increase in revenues. It is neces¬ 
sary, therefore, that the water rates should be reviewed (and revised 
when necessary) at shorter intervals. 

22. It is obviously not possible to fix uniform rates for water from 

.. different sources of supply without sacrificing 

n onm y m ra es scientific principles and, in some measure, the 
revenues of Governments. If the rates were fixed arbitrarily, it 
would make for an extremely inequitable system favourable to some 
areas and burdensome to others. Uniformity as between the water 
rates in areas served by old works and the water rates in areas served 
by new works by increasing the former to the level of the latter 
would impose heavy additional burden on lands under command of 
old works. The conditions of cultivators, the type of soil irrigated, 
the class of crops grown, etc., vary from area to area and a rate which 
would be suitable for one tract would not be suitable for another. 
There is, however, in our opinion, need for reducing as far as possible 
the present differences in the cost of water supply within the same 
class of irrigation works in a State and between different States. 


23. A relevant consideration while framing water rates on new 
projects is the extent of concession or incentive 
oncess ona rates p rov ided in the water charge, particularly 

where it is the intention of the authorities to provide relief or 
to promote the introduction of certain new farming techniques 
and crops. The need for such concessions arises because the 
materialisation of expected yields takes time and during that 
period added liability is imposed on the cultivator by way 
of cost of reclamation and of other measures for preparing 
the land for receiving irrigation water. There is even now, 
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in some countries, the practice of providing free irrigation in the first 
or second year after the opening of new canals or charging only a 
portion of the prescribed rate. The latter system is prevalent in 
some of the projects in Australia where the principle of sliding scale 
assessments is applied, to water charges. Thus the rate is kept one- 
fourth in the first year, one-half in the second, three-quarters in the 
third and the full amount is recovered in the fourth year. Else¬ 
where, as in Italy, a fixed reduction is made in water rates on lands 
brought newly under irrigation for the first three years. While these 
inducements are necessary to attract demand, they postpone the 
prospect of a return on the investment made by Government on 
these works. But if by such measures it is possible to achieve the 
desired object, the postponement would not be of any consequence 
except where free irrigation is provided by the State; these conces¬ 
sions would arise in respect of only the supply rate or the voluntary 
water rate and not in respect of the compulsory cess which is intend¬ 
ed mainly to cover the minimum maintenance costs. In areas where 
concessions are allowed, a strict watch will, however, have to be 
kept on the progress of development and revenues so that the 
normal rates are levied on these lands as soon as the cultivators 
start realising benefits. Similarly, in the case of ‘protective 
works’ where the water charges might initially have been fixed 
with a view to help the cultivators, we recommend a periodic enquiry 
into the maintenance costs and the benef.ts derived by the cultivators 
in the area, since this would provide a proper basis for adjustment 
of water rates to changing condition:. 

24. Finally, the question of transferring minor irrigation works 

Transfer Of minor like welis and tanks to local organisations such 
schemes to local as panchayats, co-operative societies, etc., for 
organisations maintenance has assumed considerable signifi¬ 

cance in recent times. In some States, steps 
have already been taken to transfer minor irrigation works to local 
authorities, particularly to village panchayats. For instance, in 
Madhya Pradesh, village panchayats have been made responsible 
for the proper maintenance of minor irrigation works. While this 
arrangement might work well in the case of wells and tanks, the 
transfer of the more important schemes might be difficult, largely in 
view of the fact that these local bodies have at present neither the 
technical personnel nor the finance to discharge the responsibility. 
The maintenance and the carrying out of periodic repairs to these 
larger works should, in our view, remain the responsibility of State 
Departments. However, we recognize that the services of the village 
panchayats can be usefully utilised in the collection of irrigation 
cess and water rates. Besides possible savings in costs of collection, 
such an arrangement offers distinct psychological advantages. Also 
this kind of public help would be very advantageous to State autho¬ 
rities in that it may assist in ensuring proper distribution of water 
and prevention of encroachments. 

(2) Betterment Levy 

25. It is a matter of common knowledge that the introduction of 

canal irrigation is generally followed by an 
Taxation of unearned increase in the annual and capital value of lands 
values 16111 m laad under the command of a project. Such increase 
in the value of land is not the result of any 
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to finance the fixed cost of development projects. In the States bene¬ 
fited by the multi-purpose Bhakra-Nangal project, the tax is proposed 
to be utilised for repayment of the capital cost and interest on the 
loan. The acreage contributions in Mysore are similarly related to 
the capital outlay on schemes. In Punjab, however, the amount of 
the levy is limited to such part of investment as would make the 
scheme financially productive. 


30. Many States have accepted the principle that the betterment 

Maximum limit on lev y should not exceed 50 per cent, of the 
betterment levy increment in value whatever be the basis for 

computation of such incremental value. While 
the Andhra and Madras States aim at appropriating 50 per cent, of 
the net increased value, on perennial lands commanded by the Bhakra 
Project the betterment levy comes nearer to one-fourth of the increase 
in capital value. For a maximum rate of betterment, 50 per cent, of 
the increased value in land due to irrigation is suitable, though the 
actual rates will have to be so fixed as not to take away all incentive 
for irrigated farming but to leave the farmer to derive some tangible 
benefit, so that his well-being is an example which will induce others 
to take advantage of the irrigation provided. 

31. The maximum limit referred to above applies to increase in 
Period of payment tbe ca P ital or capitalised value of land and not 

to the annual increment. It is, however, possi- 
pie that the annual instalment of betterment levy, either singly or 
in combination with the normal water charges, may exceed one-half 
°t toe additional income or profits in any one year. In working out 
the betterment levy, the Advisory Committee for the Hirakud Pro¬ 
ject has proposed that the instalment payable as well as the basic 
water rate should not exceed 50 per cent, of the additional profits 
attributable to irrigation. However, whatever the basis adopted 
fo^, a ceiling, there has to be an element of flexibility in it. 

With the exception of Hyderabad, where the instalments are free of 
interest, all States charge interest on deferred payments. Incentives 
are, however, provided by means of rebates on advance payments 
which vary from seven per cent, in Mysore to as much as twenty per 
cent, in Madras. The period of payment varies from State to State 
and ranges from 10 to 30 years. It is well known that all lands do not 
react immediately to irrigation to an equal extent and some period has 
to elapse before they reach full development. Besides, the land hold- 
® “ ave a f so to pay for the construction of water-courses and make 
additional investments to prepare the lands for irrigation as also for 
intensive cultivation. The recovery of the betterment levy over a 
short period may impose on such cultivators a heavy burden by way 
of large instalments. The burden has, therefore, to be spread over 
a reasonably long period. 


32. Allied to the question of period of payment is the problem of 
Adjustment to price adjustment to price changes. A sharp decline 

changes in agricultural prices will reduce incomes from 

i la , nds an d the payment of annual instalment of 

:fi e ™ eDt t le 77 ma y be rendered difficult. No provision for meeting 

aitbono-Vi S i^ atl ° u f 6ems to ? xlst in the vari °us State enactments, 
down f " remissions is rec °gnised when there is a break- 

eZnwLrf y ° r th f area 1S water-logged, etc. The Andhra Bill 
mpowers Government to exempt any case or class of cases from the 
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construction charges were adjusted to gross income of land, subject 
to a maximum repayment period. The repayment charges on pro¬ 
ject lands would be determined by a suitable appraisal board which 
would appraise the relative values of different farm units and estab¬ 
lish for each unit a sum covering its proportionate share of construc¬ 
tion costs and also calculate unit allowances for costs to be incurred 
by settlers to prepare the lands for irrigation. Attempts are thus 
made to distribute capital charges equitably amongst project lands 
consonant with the benefit they would receive from the projects and 
the actual distribution of charges would be resolved in pre-construc¬ 
tion investigations and negotiations with water-users or contracting 
organisations. However, before assessments are made, it is usual 
to allow a development period averaging five years or so after the 
commencement of supply of water to enable the cultivators to 
improve their lands and realise the full benefits of irrigation. 

28. The principle of sharing the unearned increment derived from 

_ ,, irrigation projects has been accepted in India, 

Fevy UreS ° f betterment and several State Governments have taken 

e power to impose a levy on new projects. The 

Governments of Bombay, Hyderabad, Punjab, PEPSU and Rajasthan 
were among the first to enact the necessary legislation while Madras 
and Andhra have got the necessary legislative measures ready. The 
main features of the betterment levies imposed or proposed to be 
imposed by the different States are mentioned in Statistical Appendix 
No. 6. 

29. The increase in the capital value of land is not the only factor 
that is taken into consideration in fixing betterment charges. In 
Punjab, PEPSU and Rajasthan the type of irrigation facility, the 
improvement of irrigation, etc., are also taken into account. Where 
the possibility of increase in the actual value of land is limited as 
m some areas of Punjab, the rules framed under the Act provide 
for calculation of betterment charges on the basis of possible savings 
1 *V cost of wells and their maintenance. In Hyderabad, several 
other factors such as nature of soil, productivity and fitness for irri- 
gation, wet crops that can be grown economically, proximity to 
market, the probable expenditure involved in conversion of dry land 
into wet land, etc., are the determining factors. The Hyderabad 
Act also draws a distinction between old wet lands and new lands 
and lays down the maximum limit at one-half for the latter and one- 
fourth for the former. In Madras, under the proposed measure, 
the increase in value of land will be reckoned at ten times the annual 
increment in gross product, while in Andhra, it will be 25 times the 
net additional income after allowing for necessary expenses incurred 
or to be incurred for making the land fit for irrigation. The Better¬ 
ment Act in Assam seeks to spread the cost of the scheme uniformly 
over the entire benefited area and to realise it on a flat rate basis. 
The Act, however, provides that the maximum cess, along with 
other charges, should not exceed six ner cent, per annum of the origi¬ 
nal capital cost of the scheme adding thereto the annual cost of 
maintenance and supervision. All the States provide for payment 
of the betterment levies either in full, in which case a rebate varying 
from seven to twenty per cent, is eiven, or in instalments spread over 
a maximum period of 30 years. The land-holders are also given the 
option of surrendering a part of their land in lieu of payment of the 
betterment levy. The proceeds of the tax may or may not be utilised 
318 M. of F.—17 
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to finance the fixed cost of development projects. In the States bene¬ 
fited by the multi-purpose Bhakra-Nangal project, the tax is proposed 
to be utilised for repayment of the capital cost and interest on the 
loan. The acreage contributions in Mysore are similarly related to 
the capital outlay on schemes. In Punjab, however, the amount of 
the levy is limited to such part of investment as would make the 
scheme financially productive. 


30. Many States have accepted the principle that the betterment 

Maximum limit on levy sho ? Id not , excaed 50 per cent, of the 
betterment levy increment m value whatever be the basis for 

, ’ computation of such incremental value. While 

the Andhra and Madras States aim at appropriating 50 per cent, of 
the net increased value, on perennial lands commanded by the Bhakra 
Project the betterment levy comes nearer to one-fourth of the increase 
m capital value. For a maximum rate of betterment, 50 per cent, of 
the increased value in land due to irrigation is suitable, though the 
actual rates will have to be so fixed as not to take away all incentive 
tor irrigated farming but to leave the farmer to derive some tangible 
benefit, so that his well-being is an example which will induce others 
to take advantage of the irrigation provided. 

31. The maximum limit referred to above applies to increase in 

Period of payment toe capital or capitalised value of land and not 
,, . ., , to to® annual increment. It is, however, possi¬ 

ble that the annual instalment of betterment levy, either singly or 
m combination with the normal water charges, may exceed one-half 

tof additional income or profits In any one year. In working out 
the betterment levy, the Advisory Committee for the Hzrakud Pro¬ 
ject has proposed that the instalment payable as well as the basic 

r+fe Pm + u - d . no J. exce f d 50 Per cent, of the additional profits 
attributable to irrigation. However, whatever the basis adopted 

Witwlff 3 Cei + lmg ’ bas to be an element of flexibility in it. 
With the exception of Hyderabad, where the instalments are free of 
interest, all States charge interest on deferred payments. Incentives 
aT u : r 10Weve J’ P r0Vlded by means of rebates on advance payments 
which vary from seven per cent, in Mysore to as much as twenty per 
cent, m Madras. The period of payment varies from State to State 
and ranges from 10 to 30 years. It is well known that all lands do not 
react immediately to irrigation to an equal extent and some period has 
to elapse before they reach full development. Besides, the land hold- 
6 j j r?? ve ?. 0 P a y tor the construction of water-courses and make 
additional investments to prepare the lands for irrigation as also for 
intensive cultivation. The recovery of the betterment levy over a 
short period may impose on such cultivators a heavy burden by wav 
of large instalments. The burden has, therefore, to be spread over 
a reasonably long period. 

32. Allied to the question of period of payment is the problem of 

Adjustment to price adjustment to price changes. A sharp decline 
changes ln agricultural prices will reduce incomes from 

betterment lew n S th f i 3 ~ ym 1 ent of annual instalment of 
such 7 5t, l y J be ? ndered No provision for meeting 

aUhouah the niS f exist . m th e various State enactments 

down fn l v l tl rm ' SS10nS is recognised when there is a break! 
empSwL ? Tea 15 wate r-logged, etc. The Andhra Bill 

P G vernment to exempt any case or class of cases from the 
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operation of the levy when its enforcement causes hardship. This 
gives wide discretion to the State Government. It would be advisable 
in our view for all States to provide for specific relief in times of steep 
price fall. The relief should ordinarily take the form of postponing 
the instalments, and where the decline in prices is steep and conti¬ 
nuous for a number of years outright remissions may, we consider, 
have to be granted. We have referred earlier to the need for upward 
revision in the event of a sustained and substantial rise in price. 

33. Somewhat different considerations apply to minor irrigation 
. schemes. Very often, these works do not pro- 
works aSC ° mm ° r vide adequate protection, and the betterment is 
neither permanent nor clearly determinable. The 
cost of construction is not heavy and the maintenance cost is also 
low. For some works, part of the cost has been recovered (or is 
recoverable) from the cultivators either in cash or through labour 
contributions. A betterment levy on lands served by wells and 
tanks is, therefore, not justified. Minor irrigation works like tube- 
wells and storage tanks, which provide substantial benefits and for 
the construction of which Government incur considerable expendi¬ 
ture, stand, however, in a different category. But even on these, it 
would be more appropriate to make a small addition to the water rate 
than tg levy a betterment charge, 
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APPENDIX A 

SYSTEMS OF LAND REVENUE IN DIFFERENT STATES 

Part A States 
1. Assam 

Land Revenue in Assam is assessed differently in temporarily 
settled areas and in permanently settled areas. 

In temporarily settled areas, a detailed survey is made and lands 
are classified according to prevalent agricultural methods and their 
comparative value, broadly into home-stead, paddy and other lands 
which are again sub-classified according to relative situations and 
productivity. 

In the framing of general proposals of reassessment for each 
assessment group, the Settlement Officer takes into consideration the 
changes that have occurred in the locality since the fixing of the 
existing assessment, more particularly in relation to— 

(i) the economic conditions of those who live mainly by 
agriculture, 

(ii) the value of agricultural produce, 

(iii) the cost of production, and 

(iv) the letting and selling value of the land. 

For the determination of the amount of assessment proper for 
each estate, the villages and the fields are classified and fair rate 
per bigha fixed for each class of land in each class of village In 
classifying the villages the following factors are taken into con¬ 
sideration:— 

(i) the fertility of the soil, 

(ii) the economic condition of those who live mainly by agri¬ 
culture, and ‘ 

(iii) facilities of communication, accessibility t.o markets, and 
liability to damage by natural causes or from wild animals. 

In classifying the fields, the Settlement Officer takes into considera¬ 
tion the comparative value of the land for the purposes of cultivation. 

The total revenues assessed on an assessment group is not to 
exceed ten per cent, of the gross produce of the group as determined 
by the Settlement Officer. The increase on re-settlement in the land 
revenue is not to exceed the land revenue levied immediately before 
the settlement by more than 24 per cent, in the case of the entire 
area or class of estates notified for settlement and by more than 40 
per cent, in the case of any village which was an ‘established village’ 
at the last settlement. If the total increase in case of estates held 
by the same owner or set of owners within any assessment group 
exceeds the former revenue on the same area by rupees twelve pro* 
vision is made for graduated enhancement of the revenue by spread¬ 
ing the increase in revenue over a number of years. 
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There are special rules for assessment of land under ‘special cul¬ 
tivation’ including the cultivation of tea. Cultivation of tea is an 
important industry in the State and production of tea was, in the 
earlier days, encouraged in several ways. Land was given on con¬ 
cessional rates and in some cases even revenue-free, to growers 
(mostly foreigners) for growing tea. Recently, most of these con¬ 
cessions have been withdrawn by the Revenue-free Waste Lands 
Grants Act, 1948. Even at present, the rates for land under cultiva¬ 
tion of tea are a little lower than the rates for rice and similar 
crops. The rates range generally between annas nine and rupee one 
per bigha. 

The term for which land revenue settlement is fixed is normally 
30 years but Government may fix a shorter term for villages which 
are ‘immature’ and which were assigned a shorter term than the 
rest of the assessment group at the last settlement. The settlement 
terms usually contain a provision that if the land is used for com¬ 
mercial or industrial purposes, the assessment may be revised during 
the term of the settlement. The highest assessment for land diverted 
to non-agricultural use in rural areas is ten times the agricultural 
assessment on similar lands. 

In some hilly tracts of the State, migratory cultivation called 
‘Jhum’ is still practised. The tribes in this area do not confine their 
cultivation to any fixed area, each family being allowed to cultivate 
as much land as it wants and to select the locality of its cultivation 
without reference to the District Officer. In such areas, a tax called 
house tax, or hoe tax is imposed on each house or adult male member 
in lieu of the land revenue and irrespective of the area of land cul¬ 
tivated by the family. The tax ranges from rupees two to rupees 
three per family. 

In permanently settled areas the rents are mostly determined by 
contracts based on prevailing customs and prevailing rate of assess¬ 
ment in the neighbourhood. 


2. Bihar 


In the State of Bihar, 88'4 per cent, of the areas is permanently 
settled under zamindari, about 4-6 per cent, is temporarily settled 
with proprietors entitled to settlement or with farmers and about 
five per cent, is owned by the Government as Government Estates. 

Bihar was a part of Bengal when permanent settlement was intro¬ 
duced. The permanently settled estates pay fixed revenue generally 
in four instalments during the year. If any estate fails to pay land 
revenue for a particular kist, it is advertised for sale. 

In the case of temporarily settled estates, the following assets 
are taken into consideration: — 

(1) Rents payable by the raiyats to proprietors or tenure- 
holders. 

(2) Fair rent assessed on land held in direct possession by 
tenure-holders, if any. 

(3) The annual value fixed by the Settlement Officer of land 
held by the proprietor in direct possession, if any. 
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(4) Miscellaneous items of income ( sair) such as jalkaf, 
falkar, hats, dues, etc. 

Out of these assets, following deductions are made: — 

(1) Cost of repair of embankments and maintenance of pat- 
wari and the like. 

(2) Liability for the maintenance of the village Police either 
in cash or by setting apart some lands. 

In addition to the above deductions, an allowance of 30 per cent, 
is allowed to the landlord. 

In the case of Government estates, where there is a tenure-holder 
who is entitled to resettlement, land revenue demand is fixed in 
accordance with the terms of the agreement. In other cases, where 
there is no such tenure-holder, fair rent is assessed. An allowance of 
ten per cent, is generally made as collection expenses when such 
estates are settled with farmers. 

The period of settlement in temporary areas is generally 30 years. 

Recently, zamindari has been abolished and the rents which were 
previously paid by the tenant to the zamindar are to be paid as land 
revenue to the State pending further legislation on the subject. 

3. Bombay 

Bombay, like Madras, has also a ryotwari system of land revenue. 
Till recently some areas in the State contained special classes of 
tenure, e.g., khoti tenure in the Konkan and taluqdari in Ahmedabad 
and part of Kaira and Broach districts but these have now been 
abolished and the entire agricultural area of the State is now under 
the ryotwari system. 

All land, whether applied to agriculture or other purposes and 
wherever situate is liable to pay land revenue and settlement of 
assessment is made by Government with the holder directly. The 
holder may, however, relinquish his land, by giving notice in writing 
before the 31st March in any year. Every holding is measured^ 
classified and defined by boundary marks and entered in the land 
records as survey number and land is broadly divided into dry, rice 
and bagayat. The land is also classified into black soil, red soil and 
light soil. The depth of soil is found to be an important consideration 
and each diminishing degree of depth gives a lower grade in value. 
Soil classification also takes into account the distance of the holding 
from the village and the size of the village. 

The land revenue is then determined by dividing the land in 
different villages into groups and fixing the standard rates for each 
group. These groups are formed on the following* considerations: — 

(i) physical configuration; 

(ii) climate and rainfall; 

(iii) markets; 

(iv) communications; 

(v) standard of husbandry; 

(vi) population and supply of labour; 
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(vii) agricultural resources; 

(viii) the variations in the area of occupied and cultivated land 
during the last 30 years; 

(ix) wages; 

(x) price; 

(xi) yield of the principal crops; 

(xii) ordinary expenses of cultivating such crops including the 
wages of the cultivator; 

(xiii) rental values of lands used for the purposes of agriculture; 
and 

(xiv) sales of lands used for agricultural purposes. 

The aggregate amount of assessment in an area is determined at 
a settlement and at its revision by taking into consideration the 
factors enumerated above and the subsequent changes that have 
taken place since the last settlement and the amount thus determined 
is then distributed over the groups by means of maximum rates for 
the various classes of land. 

The maximum limit of assessment is fixed at 35 per cent, of the 
average of the rental values of lands for a period of five years imme¬ 
diately preceding the year of the settlement. The limit for enhance¬ 
ment of existing assessment is 25 per cent, for the whole taluka or 
group of villages and 50 per cent, for the whole village or survey 
number or sub-division. The term of settlement is thirty years but 
if the land assessed is used for a purpose other than that for which 
it was assessed, the assessment is liable to be altered even during 
the pendency of the term of settlement. 

4. Madhya Pradesh 

Except in Berar, where there is a ryotwari system of land revenue, 
the system obtaining in this province till recently was essentially a 
zamindari system. The zamindar or malguzar, as he is there called, 
was originally a farmer of taxes and the present status of landlord 
was conferred upon him by the British Government who made him 
responsible for the collection of revenue in the mahal. The Aboli¬ 
tion of Proprietory Rights Act, 1950, has initiated several important 
changes. 

The assessment of every estate, mahal or plot of land is offered— 

(a) in the case of an estate, to the proprietor, 

(b) in the case of a mahal, to the proprietor or if there are two 
or more proprietors, to the Lambardars* (if for special 
reasons the settlement officer so desires), 

(c) in the case of a plot of land separately assessed to land 
revenue in a mahal, to the ‘Malik-makbuza’f, 


*“ Lambardar ” means the proprietor of a mahal appointed to discharge the duties 
imposed on a Lambardar by this Act. 

•)•“ Malik-makbuza ” means any person who owns one or more plots of land separately 
assessed to land revenue in a mahal. 
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With the abolition of the zamindari system the rights of the pro¬ 
prietors in estates, mahals, alienated villages and alienated lands now 
vest in the State Government and the cultivator has been brought 
into direct contact with the Government. 

The revenue is based on the rental value of land which is deter¬ 
mined by the Settlement Officer having regard to general or parti¬ 
cular circumstances of an estate. In fixing the rent, the Settlement 
Officer takes these factors into consideration: — 

(i) the profits of agriculture, 

(ii) the existing level of rents in the locality, and 

(iii) the sale prices of land, the consideration for leases and the 
principal moneys on mortgages. 

For computing the profits of cultivation the following deductions 
are allowed: — 

(a) the depreciation of stock and buildings, 

(b) the money equivalent of the cultivator’s and his family’s 
labour and supervision, 

(c) all other expenses usually incurred in cultivation on the 
land which is under inquiry, and 

(d) interest on the cost of buildings and stock and on expen¬ 
diture for seed and manure and on the cost of agricultural 
operations paid for in cash. 

The unit of assessment is a mahal and assessment is based on the 
assets of the village which comprise— 

(a) the rents of holdings fixed by the Settlement Officer; 

(b) the rental value of the sh- and khudkasht land, and of 
land held by tenants, other than sub-tenants whose rents 
have not been fixed by the Settlement Officer, calculated 
according to the principles contained in section 5; 

(c) the sxvoai or miscellaneous income of the mahal, calculated 
on the income of the ten years immediately preceding the 
re-settlement, subject to such reduction on account of 
possible fluctuations as the Settlement Officer may think 
fit. 

Under the land revenue regulations, the assessment was not to 
exceed 50 per cent, (later raised to 75 per cent.) of the assets thus 
worked out. With the abolition of proprietary rights, the whole 
assets of the mahal or estate become payable direct to the Govern¬ 
ment. 

The villages are grouped with reference to the estates having the 
same general advantages in respect of being near or far from market, 
general security of production, etc. The lands in each village are 
then classified according to the types of soil. They are further classi¬ 
fied according as they are embanked or unembanked, irrigated or un¬ 
irrigated. The position and the surface of the land is also taken into 
account. The rent in individual cases is then determined after taking 
into consideration all these factors. 

The term of settlement is normally 30 years but in the case of a 
tract where there is ample scope of extension of cultivation, or for 
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development of resources owing to reconstruction of roads, railways 
or canals, the term of settlement can be shorter, but in no case less 
than twenty years. If there is permanent deterioration of a culti¬ 
vable area or if the land is diverted from agricultural to non- 
agricultural uses or vice versa, the Deputy Commissioner can revise 
the assessment during the currency of the settlement. 

5. Madras (including Andhra) 

In Madras, though there is no statute regarding land revenue 
assessment, the ryotwari tenure prevails and the tenure rights are 
practically the same as defined by the Bombay Land Revenue Code. 

In this State, the settlement work starts with an accurate survey 
where primary attention is paid to the division of cultivated land in 
each village into survey numbers or lots as nearly as possible repre¬ 
senting the individual holdings. The land revenue demand is fixed 
on each unit separately. Such units, in a majority of cases, do not 
exceed ten acres and may be even as small as a hundredth part of an 
acre. Cultivation is broadly distinguished into ‘wet’ and ‘dry’. In a 
dry village, the basis for grouping of lands is similarity of climate, 
situation, market facilities, proximity to a railway line or town, etc., 
whereas in a wet village, the basis is the character of the source of 
irrigation. The classification of soil takes into consideration the 
natural differences of soil which are spoken of as ‘soil series’. These 
‘series’ are further subdivided into ‘classes’ depending on the quanti¬ 
ty of clay, such as, pure clay, half sand or mor-e than two-thirds sand, 
etc. The ‘classes’- are again subdivided into ‘sorts’ depending on 
whether the class of land is ‘best’, ‘good’, ‘ordinary’, ‘inferior’ or 
‘worst’ of its kind. The next stage is to ascertain what amount of 
crop each different ‘class’ and ‘sort’ of soil will produce. The calcu¬ 
lation of the quantity of produce of standard grain per acre on each 
‘class’ and ‘sort’ of soil is called ‘determining the grain value’. The 
grain value is then converted into money at the commutation price 
based generally on the average of the twenty non-famine years imme¬ 
diately preceding the settlement, a suitable deduction (generally 
fifteen per cent.) being made from such average price on account of 
cartage and merchants’ profits. The foodgrains taken as standards are 
rice for wet lands and cholam and ragi for dry lands. While calculat¬ 
ing the outturn of these crops from each kind of soil an allowance 
(usually 25 per cent.) is made from the gross produce for the vicis¬ 
situdes of seasons and for unprofitable areas included in holdings. 

The land revenue assessment is not to exceed fifty per cent, of 
the net produce. To determine this, the gross produce is first ascer¬ 
tained and valued at average prices and the cost of cultivation, etc., 
are then deducted. The items usually included in the estimate of 
cost of cultivation are— 

1. Ploughing cattle. 

2. Agricultural implements. 

3. Seed. 

4. Manure. 

5. Labour required for ploughing, sowing, weeding, reaping, 

threshing, etc. 
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A resettlement generally takes the shape of an enquiry into the 
economic conditions of a tract and the average variations in prices 
of foodgrains—the limit for enhancement in a re-settlement is 18f 
per cent, of the expiring rate of assessment. Except for special 
reasons, no re-classification of soil and no fresh calculation of grain 
outturn, cultivation expenses, allowance for vicissitudes of seasons, 
etc., are made at a resettlement. The term of settlement is thirty 
years. 

A surcharge on land revenue has been recently imposed in the 
State by the Madras Land Revenue Surcharge Act. According to 
this Act, a landlord paying an aggregate assessment of Rs. 500 or 
more is liable to the surcharge. No surcharge is leviable on the first 
Rs. 250 of land revenue, and the rate of surcharge is two annas per 
rupee on the next Rs. 250, four annas on the next Rs. 500, and eight 
annas on the balance of land revenue payable. 

The Andhra Government has taken a decision recently to exempt 
all landlords paying land assessment of Rs. ten and below from pay¬ 
ment of any assessment to Government. 

6. Orissa 

The State of Orissa, as it exists today, consists of parts of terri¬ 
tories from the three old provinces of Bengal, C.P., Madras and the 
recently merged States (24 in number); the systems of land revenue 
prevailing in these parts, accordingly differ widely, as shown below:— 

(i) Land Revenue system in the three coastal districts of Cuttack, 
Puri and Balasore. —This area once formed part of Bengal and the 
predominant system in this area is of permanently settled estates. 
The Government has confirmed in perpetuity, the revenue tribute or 
peshkash for these estates. The land revenue paid by the proprietors 
of these estates varies from one to twelve per cent, of the rental paid 
by the tenants. 

There are also a considerable number of temporarily settled 
estates in the area. In these, the land revenue is settled for a term 
of 30 years and the holder has a right to transfer the whole or por¬ 
tion of his estate and has a prior right to renewal at each subsequent 
settlement. 

(ii) Land Revenue in the district of Sambalpur. —The area can 
be divided into two tracts, viz., khalsa and zamindari. Khalsa indi¬ 
cates land which neither belongs to a Malguzar nor a feudal zamin- 
dar but held by a village headman direct from the Government. The 
zamindar stands half-way between the ruler of a feudatory State and 
the ordinary proprietor of a khalsa village who pays a portion of his 
assets as land revenue. The legal status of zamindars is that they 
are proprietors of estates which are impartible and non-transferable 
except to heirs. 

In khalsa villages, the settlement is made with the entire pro¬ 
prietary body of a mahal and when superior and inferior rights 
co-exist in the same mahal the Settlement Officer determines as to 
whether the assessment is to be offered to the superior or inferior 
proprietors. The Settlement Officer further determines the propor¬ 
tion in which proprietary profits of a mahal are to be allotted to the 
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superior and inferior proprietors. The persons to whom the assess¬ 
ment is offered have an option to refuse or accept the same and in 
the case of refusal they can be excluded from settlement for a maxi¬ 
mum period of 30 years. The excluded persons are, however, entitled 
to receive from the Government an allowance between five and ten 
per cent, on the amount of assessment offered. The assessment is a 
share of the gross or net annual value of the produce of the mahal or 
is in the form of rates chargeable on the produce of the mahal in each 
year. 

(iii) Land revenue system in the districts of Ganjam and Kora- 
put .—The main tenures are ryotwari, zamindari and inam. Under 
the ‘ryotwari’, the pattedar holds the land directly from the Gov¬ 
ernment without intervention of the intermediaries subject to the 
payment of land revenue. The tenure is heritable, transferable and 
otherwise alienable without the sanction of the Government. In 
these areas, gross produce is first estimated, the cost of cultivation 
and other incidental deductions are made therefrom and the rent is 
settled on the money value of such net produce. Under the zamin- 
dari, the zamindar holds the lands permanently and pays annual 
peshkash. Many of the larger estates are impartible and succession 
is regulated by rule of primogeniture. The peshkash paid by those 
zamindars varies from one to fifteen per cent, of the rental paid by 
tenants. Inam villages are either held revenue-free or at a reduced 
assessment called quit rent. The States recently merged with the 
province are in different stages of development and in some of these 
where rents have been settled there are no codified laws and the rents 
have been settled in accordance with the prevailing custom and 
practice. 

The zamindari system has been abolished recently and assessment 
on the ryots of a village now fixed is equal to the aggregate or sum 
total of the rent or land revenue which each ryot paid to the zamin¬ 
dar or the Government plus what the excluded proprietors would 
pay as rent and local cess for the land to be retained by them. 


7. Punjab 

In Punjab, the assessment is made on the entire estate and the 
landowners, if there are more than one, are jointly and severally 
liable for the payment; in other words, land revenue which is due 
from a person owning a part of the estate can technically be collected 
from another owning another part in the same estate. This is how¬ 
ever, not generally done in actual practice. The entire land revenue 
of the estate is distributed among the individual landowners and 
collected from them separately. But the fact that joint responsibi¬ 
lity for the payment of land revenue does not merely exist in theory 
has been recently demonstrated when arrears of land revenue due 
from evacuees from Punjab (India) were recovered from the pro¬ 
ceeds of rents, etc., realised by the custodian. 

The area to be settled is generally divided into groups of villages 
called ‘assessment circles’ which have been defined in the Act as a 
group of estates which are sufficiently homogeneous to admit of a 
common set of rates being used as a general guide in calculating the 
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The land revenue is then assessed on ‘net assets’ which have been 
defined in the Land Revenue Act as the estimated average annual 
surplus produce of such estate or group of estates remaining after 
deduction of the ordinary expenses of cultivation as ascertained or 
estimated. The ‘ordinary expenses of cultivation’ include payments, 
if any which the landlord customarily makes whether in kind or 
cash, either in whole or part in respect of— 

(1) water-rates, 

(2) maintenance of means of irrigation, 

(3) maintenance of embankments, 

(4) supply of seed, 

(5) supply of manure, 

(6) improved implements of husbandry, 

(7) concessions with regard to fodder, 

(8) special abatements made for fallows or bad harvest, 

(9) cost of collection of rent, 

(10) allowance for shortage in collection of rent, 

(11) interest charges payable in respect of advances made in 
cash free of interest to tenants for the purpose of cultiva¬ 
tion, 

(12) wages or customary dues paid to artisans or menials 
whose products or labour are utilised for the purpose of 
cultivation and harvesting, and the share that would be 
retainable by a tenant if the land were let to a non-occu¬ 
pancy tenant paying rent whether in cash or kind, at the 
normal rate actually prevalent in the estate or group of 
estates. 

In short, ‘net assets’ of a tract represent what the land of the tract 
might ordinarily be expected to fetch in rent less all costs incurred 
in earning the same. For this reason, the recorded cash rents are 
generally used to check the net assets at the time of settlement. 

After net assets are worked out for an assessment circle, the 
demand is spread over the individual estates within the circle and 
while doing so the differences in soils are taken into account and 
different rates are fixed for different classes of land. The distribu¬ 
tion of the village demand over individual holdings is done in consul¬ 
tation with the owners. 

According to the regulations, the land revenue to be assessed, is 
not to exceed one-fourth of the estimated money value of the net 
assets. Further, the average rate of assessment is not to exceed the 
assessment by more than one-fourth in the case of an assessment 
circle and by more than two-thirds in the case of an estate. The 
above limits, however, do not apply to land revenue, to land in which 
canal irrigation has been recently introduced or to areas charged to 
urban assessment. 

The term of a settlement is generally forty years and the previous 
assessment is to remain in force till the new assessment takes effect. 
The assessment cannot be changed during the pendency of a settle¬ 
ment but recently there has been an amendment to the Act, which 
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authorises the revision of assessment during the period of settle¬ 
ment in the ease of agricultural land diverted to non-agricultural use. 
Within ninety days from the announcement of an assessment the 
landlord has to give notice to the Revenue Officer of his refusal to 
accept the assessment. When such a notice is given the Revenue 
Officer can take possession of the land and deal with it as nearly as 
may be, as if the annulment of the assessment thereof has been 
ordered. In such cases, the landowners are entitled to receive from 
Government an allowance between five and ten per cent, of the net 
income. 

The major portion of the land revenue demand in the State is 
fixed but in certain tracts where cultivation depends mostly on 
flooding by rivers or nullas the demand fluctuates, being calculated 
on the nature of crop sown. 

In one of the districts in the State, viz., Amritsar there is a system 
of sliding scale of assessment. Under this system, the rates of 
assessment fixed at the time of settlement prescribe merely the 
theoretical rates. The actual rates realised at each harvest, are deter¬ 
mined by the level of prices of the previous two harvests as compar¬ 
ed with the commutation prices at the settlement. The sliding-scale 
system of assessment is intended to link assessment with prices and 
make it more relatable to the income from land. 

A surcharge on land revenue has been imposed in the State with 
effect from the rabi harvest of the agricultural year 1953-54. Every 
landlord whose holding in the State exceeds five acres shall now be 
liable to pay ith of the previous land revenue as surcharge on land 
revenue if his total holding does not exceed 30 acres and 2/5th of the 
land revenue where such holding is more than 30 acres. 

This surcharge will not apply to the districts of Amritsar, Gur- 
gaon, and Kulu sub-division of Kangra district—areas for which 
resettlement is not yet due. 

The Government has recently appointed a Committee to review 
the procedure and principles of assessment of land revenue in the 
State. 


8. Uttar Pradesh 

In this province, the settlement is made with the Taluqdar in the 
case of taluqdari mahals and with the proprietors in the case of other 
mahals. The unit of assessment is a mahal and if there are more 
than one proprietor in a mahal, the settlement is made either with 
the lambardar or with all the proprietors. All the proprietors are 
jointly and severally responsible to the Government for the payment 
of land revenue. If the proprietor refuses to accept the assessment 
declared by the Settlement Officer, he can be excluded from the 
settlement for a term not exceeding fifteen years and the Collector 
can either farm the mahal or hold it under direct management. 

In the case of mahal where there are more than one proprietor, 
who bear to each other the relation of superior and inferior land- 
holder, the settlement is made with the party possessing the superior 

The settlement operations consist mainly in fixing the rents of 
the mahals or the estates concerned. The villages are grouped 
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into assessment circles possessing similarity of soil and physical 
character. The rent rate for each class of soil is then determined. 
The rent is fixed after taking into consideration the following 
factors:— 


(a) the level of rents paid by tenants who held or were admit¬ 
ted to land at different times and in particular the level 
of rents agreed to by tenants who were admitted to hold¬ 
ings in or between the years 1309 Fasli and 1313 Fasli; 

(b) the prices of agricultural produce prevailing such times; 

(c) changes in the crops grown and in the amount of the 
produce; 

(d) the valuation of the produce with a view to seeing that 
the valuation of the holdings of hereditary tenants at the 
proposed rates does not exceed one-fifth of such value; and 

(e) the expenses of cultivation and the cost to the cultivator 
of maintaining himself and his family. 

The basis of assessment of land revenue are the ‘net assets’ which 
are worked out by deducting the allowance for proprietary cultiva¬ 
tion (15 to 30 per cent.), for improvements (ten per cent.) and for 
shortage in recoveries (one to six per cent.) from the assets of a 
mahal. 

The revenue assessed on a Mahal has to be ordinarily 40 per cent, 
but in no case can exceed 45 per cent, of the net assets. 

If the number of proprietors in a Mahal is large and their circum¬ 
stances are poor, the revenue assessed does not exceed 38 per cent 
of the net assets, provided it does not mean a reduction in the exist¬ 
ing demand. Further, where the number and circumstances of the 
proprietors or the existence of heavy charges on account of Malikana 
justify a lower assessment, the revenue may be assessed at any rate 
between 25 per cent, and 35 per cent. At any revision of assess¬ 
ment, the land revenue of a Mahal cannot be enhanced by more 
than one-third of the previous assessment. If, however, even with 
this increase by one-third, the revised assessment of a Mahal amounts 
to less than thirty per cent, of its net assets, the assessment is fixed 
ordinarily at 30 per cent, of the net assets. Since the abolition of 
intermediaries, the entire net assets of a village are now treated as 
land revenue. 

The term of settlement is generally forty years though it may be 
shorter m the case of a mahal when there is extensive deterioration 
in land or where there is considerable concealment of assets. A part 
of the State was under permanent settlement after the pattern of 
Bengal till recently. 


The present land reforms have abolished all intermediaries and! 
hence the recorded rents, which form the principal starting point of 
tile settlement so far cannot form the basis for future settlements, 
I he Zanundan Abolition Act provides for this and the basis of assess¬ 
ment in future will be the estimated average surplus produce of the 
holding after deducting the ordinary expenses of cultivation The 
percentage of the surplus produce to be taken as land revenue is to 
be determined by the Pradesh Legislature on each occasion. The 
318 M. of F.—18 
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village as unit of assessment and joint responsibility of the culti¬ 
vators for payment of land revenue will, however, continue as 
hitherto. 

The Act has fixed the present land revenue at the rates of rent 
payable by different classes of tenants and has further provided that 
there would be no change in their rates for the next 40 years. A 
revision of settlement can, however, be taken up even within that 
period if there is a substantial decline in prices of agricultural pro¬ 
duce and depression is likely to continue for some time. 

9. West Bengal 

The State of West Bengal is predominantly a permanently settled 
area and mostly comprises ‘estates’ held by Zamindars with reve¬ 
nue permanently fixed. The land revenue is paid direct into the 
Government treasury by the zamindar on prescribed kist dates and 
in case of default, the estate is liable to be sold. 

The system was introduced in 1793 without any. survey or record 
of rights because a regular survey was very difficult at that time. 
All that was done, therefore, was to determine a fixed amount for 
each estate on the basis of the records of old revenue Kanungos. 
The totals of these were revised roughly with reference to general 
considerations of prosperity of the estate, the value of its waste area 
and its capacity for extension. All cesses and extras on land revenue 
were abolished and adjustments were made with regard to the other 
charges payable by the landlord such as for example, ‘thanadari 
land’ (for Police) etc. In certain cases, the Government extended 
the privileges of the landlords’ title and permanent assessment to 
landholders in districts where there were no zamindars. The assess¬ 
ment fixed on the land was declared permanent and the assessment 
was fixed approximately at ten-eleventh of what the zamindars 
received in rent from the ryots. 

There are at present various grades of tenure holders and raiyats 
In an estate. There is a special class of tenure in ‘Patni Taluks’ 
which are permanent in nature. In this case, land is given on per¬ 
manent lease in consideration of a fixed annual rent. It is heritable 
and transferable and all the rights of the zamindars are transferred 
by the grant. If, however, the rent is not paid, the land is liable to 
summary sale upon application to the Collector. There are also 
revenue-free estates recognised by Government and rent-free tenures 
created by zamindars for religious and charitable purposes. 

The rights and interests of landlords and tenants are at present 
regulated by the Bengal Tenancy Act and a raiyat practically enjoys 
all elements of proprietary rights. He has absolute rights to transfer 
and sublet his holding and cannot be evicted except in execution of 
a decree for ejectment passed on the ground that he used his hold¬ 
ing in a manner that rendered it unfit for purposes of tenancy. An 
under-raiyat also enjoys valuable rights and he cannot be evicted at 
the will of his landlord if he has acquired occupancy rights by local 
custom or is in occupation for a period of twelve years or has a 
homestead on his holding. 

In course of time, however, it became evident that the system of 
permanent settlement was no longer suitable to the present 
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conditions. The Government of India Memorandum on land revenue 
policy in 1902 referred to this system as “leading to evils of absentee¬ 
ism, of management of estates by unsympathetic agents, of unhappy 
relations between landlord and tenant and of multiplication of tenure 
holders or middle-men between the zamindar and the cultivator”. 
The Land Revenue Commission especially appointed to go into the 
question in 1938, after detailed consideration, came to a similar con¬ 
clusion. The Commission held that the system led to excessive sub¬ 
infeudation and had resulted in inelasticity of income from land 
revenue and financial loss to the Government from this source. They 
further held that it led to absence of contact between Government 
and the cultivators and meant absence of agricultural im provement 
The Commission recommended therefore that the system of perma¬ 
nent settlement should be abolished as it had ceased to serve any 
national interest. Recently a law for the acquisition of zamindari 
rights has been enacted by the Bengal Government and this is likely 
to be implemented in the near future. 


There are also some temporarily settled estates. In the case of 
these, the Settlement Officer first fixes the fair and equitable rent for 
tenants of every class and thereafter determines the land revenue 
payable by the proprietor after deducting from the gross rental assets, 
a proprietary allowance of about 30 per cent. 

Part B States 

10. Hyderabad 

Till recently, the agricultural land in this State was classed as- 

1. Diwani or Khalsa land, i.e., land under the direct manage¬ 

ment of the Government which received the land revenue 
directly from the occupants. 

2. Non-Diwani lands, i.e., lands not directly held under the 

Government. This included the Sarf-i-Khas lands which 
were the property of H.E.H. the Nizam and the revenue 
from which went to his privy purse and other Jagir or 
Inam lands revenue from which was assigned to certain 
persons or institutions from time to time. 


The Sarf-i-Khas lands have been merged with the Diwani lands 
in February 1949 under the Hyderabad Sarf-i-Khas (Merger) Regu- 
latrnn and the Jagirs similarly abolished under the Hyderabad 
Abolition Regulation. The Inam Enfranchisement Act 
which has been recently passed, seeks to convert all categories of 
ings* 13 n °^ sac ^ ec ^ the condition of service, into ryotwari hold- 


Thus, at present, the distinction between different classes of land 
has disappeared and the entire land is assessed on the ryotwari 
system. The system of survey and settlement and the principles of 
land revenue administration are laid down in the Hyderabad Land 

Land n Revfnue'c 1 ode Cl ° SeIy f ° U ° WS ^ provisions of the Bombay 


The unit of assessment is the survey number and the settlement 
of assessment is made with the pattedar. All land (except land with¬ 
in village site m certain cases) whether applied to agricultural or 
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other purposes is liable to payment of land revenue and is assessed 
according to various uses of the land; assessment is liable to be alter¬ 
ed during the term of a settlement if the land used at the time of 
settlement for a particular purpose is put to a different use. Every 
occupant of land is entitled to construct or repair farm building or 
wells or otherwise improve the condition of land occupied by him 
but he cannot appropriate the agricultural land to non-agricultural 
uses without permission. 

The method of survey and soil classification is generally the same 
as that followed in Bombay and each holding is measured, classified 
and defined by boundary marks and entered in the land records as 
survey number. The important factors determining the soil classifi¬ 
cation are colour, depth and texture. The treatment for Telingana 
differs to a certain extent from that of Marathawada as in this area; 
a new factor such as the proportion of sand and clay in a piece of 
land is given the main consideration. The land is further divided 
into dry land and garden land, the land revenue being determined 
by dividing the land into groups and fixing the standard rates for 
each group. While arranging these groups and rates due weight is 
given to economic conditions, previous rate, state of communications, 
trend of prices and yields of different crops from the land. The 
method of assessment is thus empirical and not based on any system 
of net assets or net produce. 

The Hyderabad Land Revenue Act does not impose any limitation 
on enhancement in revision settlements but in actual practice the 
following principles are kept in view: 

(a) The increase in revenue in the case of a taluka or group 
of villages brought under the same maximum dry crop 
rate shall not exceed 30 per cent. 

(b) No increase exceeding 66 per cent, should be imposed on 
a single village without the circumstances of the case being 
specially reported for the orders of Government. 

(c) No increase exceeding 100 per cent, shall in like manner 
be imposed on an individual holdings. 

The maximum term of settlement is 30 years. The terms actually 
fixed vary from fifteen to twenty years in Telingana to 30 years in 
Marathawada. 

The State has recently imposed a special assessment of two annas 
in the rupee of land revenue on dry lands, and at one anna in the 
rupee of the land revenue on wet lands. 

11. Madhya Bharat 

Madhya Bharat has been formed by the union of twenty-five 
States in the Central India Agency. About a half of the area of the 
new State consists of the old Gwalior territories and about one- 
fourth, of the old Indore territories. The constituent States were at 
different stages of development at the time of the union and the land 
revenue systems also differed in details. An attempt is now being 
made to introduce uniformity throughout the Union. The two 
important reforms that have recently been introduced, viz., the 
Abolition of Zamindari and the Abolition of Jagirdari, have gone a 
long -way in achieving uniformity. 
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Till the introduction of these reforms, the land tenures prevalent 
in the Unionwere mainly zamindari in Gwalior and ryotwari in most 
.of the other States. This ryotwari differed from the ryotwari in the 
Southern India in that the peasant was not given an unrestricted 
right to transfer the holding. With the abolition of zamindari and 
jagirdari, the entire land revenue system is now on a ryotwari 
pattern. Every person who holds land from the State is liable to pay 
revenue. He has the right to effect improvements but must use his 
holding only for agricultural purposes. 

The revenue or rent payable by a tenant is fixed for the term of 
the settlement and cannot be enhanced during that term except when 
the area in his holding has increased by fluvial action or otherwise 
by more than ten per cent. Similarly the rent or revenue cannot be 
reduced during the term except on the ground that— 

(i) the area in his holding has diminished by fluvial action or 
otherwise by more than ten per cent.; or 

(ii) the soil of his holding has, without his fault permanently 
deteriorated by a deposit of sand or by any other circum¬ 
stance; or 

(iii) any irrigation source, whether new or old, constructed and 
maintained at the cost of the State, has fallen into dis¬ 
repair and has ceased to irrigate the whole or any part of 
his holding to which an enhanced rate has been applied on 
account of irrigation. 

When any area is brought under settlement, the Settlement Officer 
is required to— 

(i) assess the revenue (if any) separately for each person who 
holds on a special tenure; 

(ii) assess and fix the revenue separately for each tenant who 
holds from the Government; and 

(iii) assess and fix the rent separately for each tenant who 
holds from an assignee of proprietary rights. 

iRegular settlement operations are, as in other States, preceded by 
survey and record operations. The basis of assessment is empirical 
and the physical features of the unit under settlement present and 
past conditions of the tract and its fiscal history are taken into con¬ 
sideration at the time of assessment. Villages are grouped together, 

. soil classified and land values are determined in the light of numerous 
factors, like yield of soil based on crop cutting experiments or local 
enquiries, marketing facilities, prices and other improvements. 
Adverse factors like depredations of wild animals to the crops grown, 
soil erosion, water logging, etc., are also given due weight. The rates 
of assessment are usually about one-sixth of the gross produce. The 
period of settlement is 30 years. No statutory limit on enhancement 
M the previous rate exists, though the enactment of a Settlement Act 
on the lines of the Madhya Pradesh Settlement Act is under contem¬ 
plation. 


12. Mysore 

The land revenue system in the State is also ryotwari on the 
.pombay pattern and the main principles of assessment are embodied 
; m the Mysore Land Revenue Code, 1888. 
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As in Bombay, each field is accurately measured and marked at 
the time of survey. Classification of lands follows n£xt. In case of 
irrigated areas the basis of classification is the amount of water sup¬ 
ply, the situation of land with reference to the source of irrigation. 
The villages are grouped on the basis of climate, the position with 
respect to markets and communications and the agricultural skill and 
conditions of the cultivators. The maximum assessment to be levied 
on each class of cultivation in a group is then fixed. The total amount 
of assessment to be levied on each group is determined by examining, 
the nature and the effects of the past management of the area and 
by a comparison of the annual settlements of the previous years. The 
rates for individual fields are calculated thereafter on the basis of 
their anna value. In determining the enhancement in land revenue, 
the same principles as are followed in Bombay are observed. The 
basis of assessment is empirical, the term of settlement being usually 
30 years. 


13. PEPSU 

PEPSU has been formed by the Union of the following eight: 
States: — 

1. Patiala. 

2. Nabha. 

3. Jind. 

4. Faridkot. 

5. Malerkotla. 

6. Kapurthala, 

7. Nalagarh. 

8. Kalsia. 

The convenanting parts were settled at different times but the 
basis of assessment in all the States was the ‘net assets’. The pro¬ 
portion taken as revenue, however, differed from half the net assets 
in Patiala, Nabha (Part), Jind and Faridkot to a third in Nabha 
(Part) and nearly full in Malerkotla. In Kapurthala, Nalagarh and 
Kalsia, the assessment of revenue also worked out to approximately 
half of the net assets. 

The Punjab Land Revenue Act now applies mutatis mutandis tc 
the Union and so the principles of assessment in the area are the same 
as in Punjab. As in Punjab, a particular area is settled for a fixec 
period and there can be no change of revenue during the term ol 
settlement. Similarly, the main factors that are taken into con 
sideration at the time of settlement are— 

1. The matured area under each crop. 

2. Yield. 

3. Average price. 

4. Share of each crop taken by the landlord. 
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5. Expenses normally incurred by the landlord in connection 
with his rent. 

Of the net assets thus worked out the maximum percentage that 
can be taken as land revenue is now fixed by law at 25 per cent. 
Another limit imposed on the enhancement of the previous rate of 
land revenue is that the incidence of land revenue in an assessment 
circle is not to exceed the incidence of land revenue of the previous 
settlement by more than one-fourth. 

The area to be settled is divided into assessment circles and within 
a circle different rates are fixed according to the nature and quality 
of soil, e.g., Chalu, Nabu, Barani, Banjar, etc. 

Though the land revenue is fixed in the major part of the State 
there is fluctuating demand in certain tracts whose cultivation is 
uncertain and is dependent upon flooding by the rivers. 


14. Rajasthan 

The State of Rajasthan has been formed by the union of eighteen 
States of the former Rajputana agency. About three-fifths of the 
area of the union consist of the former state of Jodhpur, Jaisalmer 
and Bikaner. At the time of integration, the land in this union could 
be classed into khalsa and non-khalsa. About 60 per cent, of the area 
is non-khalsa. In the khalsa area, about 73 per cent, of the area had 
been settled and the settlement followed a cadastral survey and 
systematic classification of soil. The Government share has been 
generally fixed at one-third or one-fourth of the gross produce. 

The position of settlement in non-khalsa area is rather unsatis¬ 
factory. In these areas, the land revenue was recovered in the shape 
/of fixed tributes from the individual landholders and the settlement 
was only in respect of the rent payable by the tenant to the land¬ 
holder. At the time of integration, about eighteen per cent, of the 
area only had been surveyed and settled and in the rest of the area 
there were no proper records of settlement. To meet the situation, 
the Rajasthan Government have passed the Land Revenue Summary 
Settlement Act, 1952. This is, however, an interim measure and will 
continue till regular settlements are completed. The rate of revenue 
under these circumstances varies from one group of villages to an¬ 
other and in certain cases from village to village and even within the 
village itself. ■» g 


15. Saurashtra 


The State of Saurashtra is a Union of more than 200 different 
administrations and came into being on the 15th February 1948. At 
the time of integration, the different States had different forms of 
assessment systems but, by and large, the revenue was collected 
m the form of share-crops. The land was broadly classified into 
khalsa and non-khalsa and out of 4,415 villages about two-thirds 
were khalsa and the remaining non-khalsa. 
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The position about survey and settlement was very unsatisfactory 
and an idea of the same can be had from the following table: 


Unalienated villages Alienated villages 

- -Total No. 

of un¬ 
alienated 


Name of District 

Surveyed 

Un¬ 

surveyed 

and 

Surveyed Unsurveyed alienated 
villages 

Sorath 

604 

63 

130 

205 

1,002 

Madhya Saurashtra 

■ 533 

60 

53 

349 

995 

Jhalavad 

167 

86 

41 

376 

670 

Oohilwad 

• S7i 

97 

100 

299 

1,067 

Halar 

491 

17 

36 

136 

680 

Total . 

. 2,366 

323 

360 

1,365 

4,414 


The Saurashtra Government have attempted to rationalise the 
system and in the khalsa area, the tenants have been brought into 
direct relations with the State. As it has not been possible to under¬ 
take a scientific survey of all the areas immediately a lump sum 
assessment has been fixed on the basis of the average of recoveries of 
the last fifteen years. The intermediaries have also been abolished 
by legislation and a uniform code of land revenue has now been 
made applicable. The system, as it is at present shaping out, seems 
to follow the ryotwari pattern in Bombay. 

16. Thavancorb-Cochut 

The State forms a class by itself in the sense that quite recently 
a uniform basic tax has been introduced in Travancore. This is 
supplemented by an agricultural income-tax. As the system in 
Cochin has not yet been put on the lines of Travancore the land 
revenue system continues to be different in these areas even after 
integration. 

(i) Cochin 

The land in this area may be classed as (1) Jenmi or ‘Puravaka’ 
lands. These were the absolute private property of individuals— 
jenmies or landlords and were leased out to tenants or kudiyans for 
cultivation on different tenures. The most common form of tenure 
was ‘kanam’ or kanapattam. It was a lease for twelve years, secured 
by an advance from the tenant and subject to renewal at the end of 
the period. The interest on the advance was debited to the rent due 
from the tenant and the balance of the rent alone was paid to the 
jenmies, besides of course the customary presents. Though the jen¬ 
mies had the legal right of eviction, the force of custom was so great 
that it was seldom exercised. Eventually the ‘kudiyans’ came to 
look upon these lands as their own subject to payment of rent and 
renewal fees. In 1867, the ‘kanam’ tenure was recognised as perpe¬ 
tual lease and the tenant was given fixity of tenure on payment of 
fair rent determined by custom or contract. By the regulation of 
1933, the tenants were finally given full proprietary rights and placed 
on the same footing with the holder of Sirkar or State lands. The 
dues to the Jenmi were converted into annual payments called 
Jenmikaran which is settled periodically like the tax on Sirkar land 
and collected by revenue officers. 
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(2) Sirkar or ‘Pandaravaka’ lands—in which the property in the 
soil belonged to the State—were held under innumerable tenures 
with only minor differences between each of them. The two impor¬ 
tant tenures were: lease to tenants-at-will and lease to tenants 
who had deposited a premium. 

In 1905, full proprietary rights in the soil were conferred on the 
nolders of Sirkar lands and since then there is no difference as to 
ownership over the land as between private land holders and holders 
of Government lands except in regard to the rates of assessment. 

The prevalent system of land revenue is ‘ryotwari’ and as in other 
States, settlement follows a detailed survey of land and classifica¬ 
tion of soil. Land is generally divided into (a) niloms or land fit for 
paddy cultivation and (b) p arambas —other than nilom land. 
Parambas can be subdivided into garden and non-garden lands. In 
gardens, trees are taxed as such and the assessment calculated on 
trees is charged on the lands. Different rates have been fixed for 
different kinds of trees such as cocoanut, arecanut and jack trees. 
Maximum rate per acre is also fixed in these cases. Nilom lands 
and non-garden lands are assessed on the basis of fertility of the 
soil and its adaptability for cultivation. Different rates are fixed 
for different kinds of soil, depending on their fertility and yield and 
these are called ‘tarams’. The demand is fixed generally at half the 
net produce calculated after making liberal deductions on account 
of vicissitudes of season, cultivation expenses, etc., from the gross 
produce. The term of settlement is generally 30 years. 

(ii) Travancore 

Till recently the revenue system in this area was similar to that 
of Cochin and land revenue was assessed on the ryotwari principle 
but since 1946 a uniform basic tax has been introduced in this State. 
At present all land irrespective of whether it is wet or dry or garden, 
and whatever its nature of tenure, is taxed at the rate of Rs. 1-9-0 
per acre. 


Part C States 
17. Ajmer 

The State of Ajmer is a small one district State situated in the 
heart of Rajasthan with an area of 2,425 square miles and a popula¬ 
tion of nearly seven lakhs. 

There is no Settlement or Revenue Manual for working of the 
settlement and record of rent rate operations in the State. As such 
there are no rules prescribing principles and practices underlying 
the systems of settlement. In the past, officers either from the U.P. 
or the Punjab were appointed to carry on the settlements and there¬ 
fore the system at present is akin to the systems prevailing in those 
States. 

There are several types of land tenures in the State, the most 
important being Istimarary for which assessment was fixed in per¬ 
petuity in the year 1874. Other important tenures are ‘Jagir’, ‘Khalsa’ 
and ‘Muafi’. No records existed in the past for the Istimarary areas 
though some records were prepared in the ‘jagirs’ for the purpose of 
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imposition of cesses. Preparation of detailed records has, however 
now been undertaken in all such areas. 

The State Government are now taking steps to abolish all types- 
of intermediaries. 


18. Bhopal 

The land revenue system is ryotwari throughout the State and is 
governed by the Bhopal Land Revenue Code. The survey and settle¬ 
ment were introduced in the State in 1923. Since then, no resettle¬ 
ment has been undertaken by the State even though the settlement 
period of twenty years has already expired. 

The basis of assessment is the net assets. The gross assets are 
first calculated by soil rates and after deducting the cost of produc¬ 
tion, etc., net assets for each number are worked out. The land 
revenue so fixed for each number has been in the neighbourhood of 
33 per cent, of the net assets. 


19. Coorg 

The land revenue system is ryotwari and follows the Madras 
pattern. The State lands can be divided into two broad categories— 
lands held by Government and by private individuals. Government 
lands cover the reserved forest, sacred forests (assigned to deity or 
temple), village forests, etc. Private lands include the Jama lands 
(granted for military service), Umbli lands (granted for meritorious, 
services), Jagir lands, etc. 

The survey and settlement of the lands date, back to 1805. At 
intervals, summary settlements were made by the Rajas of Coorg. 
A general reassessment of land revenue was undertaken between 
1907 and 1913, and assessment was fixed in respect of various hold¬ 
ings according to the nature of cultivation and fertility of the soil. 
Transport facilities, nearness to markets, etc., are also taken into 
consideration while fixing the rates of assessments. The period of 
settlement is 30 years. 


20. Delhi 

Having been carved out of the two States of U.P. and Punjab, 
Delhi, since its inception as a separate State, has been governed by 
the agrarian and revenue laws of those two States. An attempt is, 
however, being made now to regulate this on a uniform basis. 

According to the new Land Reforms Bill the aggregate land 
revenue payable by the peasant proprietors (Bhoomidhars) in the 
village is to be deemed the land revenue assessed on the village. 

The areas under settlement are to be divided into assessment 
circles and land classified according to the soil. In assessing the 
revenue for a holding, the land revenue is to be based on the estimat¬ 
ed average surplus produce of such holding after deducting the 
ordinary expenses of cultivation. 

The revenue is to be a percentage of the surplus produce, which 
Is to be fixed by the Chief Commissioner on the recommendations of 
the Settlement Officer. The percentage of revenue to the surplus 
produce varies according to a graduated scale. 

The term of settlement is generally 30 years. 
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21. Himachal Pradesh 

This State is formed by the union of 30 hill states each having- 
its own characteristic system of land revenue. In some of these 
states, land revenue was collected in kind at the time of integration, 
and some areas were unsurveyed and unsettled. 

The Punjab Land Revenue Act has now been adopted in the 
entire State and as in the Punjab, various classes of soil are subject 
to different rates of assessment based on the ‘net assets’ derived 
therefrom in the previous years. 

Irrigated lands as compared to unirrigated lands are naturally 
subjected to heavier rate of assessment, the net assets of such lands, 
being higher. 

As in interim arrangement, in the parts in which land revenue 
was collected in kind, the land revenue has now been commuted into, 
cash on the basis of average money value of the demand. This 
arrangement is for a short term of years, as the State wants to settle- 
all these areas afresh. 

The term of settlement is 40 years. 

22. Kutch 

The State has adopted the Bombay Land Revenue Code and the- 
features of the land revenue system are the same as that prevailing 
in Bombay. 

23. Manipur 

The system of land revenue in this State is generally the same 
as in Assam and the Assam Land Revenue Code is adopted in this 
State. 

24. Tripura 

The land revenue system of the State is similar to that of Assam, 
i.e., the ryotwari system obtains throughout the State. The rate of 
rent assessed is very low if the land is hilly and un-reclaimed but it 
is increased after some years when the land reclaimed becomes 
productive. 

As regards Survey and Settlement, scattered areas in different 
sub-divisions are taken up occasionally for survey, settlement and 
resettlement. Generally, compass surveying is done because of the 
hilly nature of the tract. Agricultural land is not generally allowed 
to be converted into non-agricultural land, but in special cases such 
conversion is allowed subject to payment of increased assessment. 

25. Vindhya Pradesh 

Vindhya Pradesh came into being in April 1948, with the union of 
35 States of the erstwhile Central India Agency. Some of these were 
later integrated with the neighbouring States, as a result of exchange 
of enclaves, in January 1950. 

From the point of view of types of tenure the State can be broadly 
classified into two areas—Bundelkhand and Baghelkhand. The 
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former is predominantly a ryotwari tenure and the latter has both 
pawais (akin to zamindari) and ryotwari tenures. In the ryotwari 
area, assessment is fixed with reference to the annual rent of the 
whole village or the circle. Some variations to suit the particular 
circumstances are made in assessment here and there, taking care 
that the assessment does not exceed one-fifth of the gross produce 
and that the enhancement on the pre-existing rents does not go above 
33 per cent. The pawaidars are assessed on the basis of the gross 
assets of the pawai. The assessment varies from a nominal percent¬ 
age to 55 per cent, of the assets of a village. The term of settlement 
-varies from twelve to .twenty years. 



APPENDIX B 

Details regarding the present position of settlements in different states 
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Details regarding the present position of settlements in different States —contd. 
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APPENDIX B —contd. 

Details regarding the present position of settlements in different States— contd. 

The areas that have State of settlement and reasons 

Sr. Name of the either merged Term of Basis of Limit of amount if any for delay in under- Remarks 

No. State into or constitute settlement assessment taking settlements as 
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Details regarding the present position of settlements in different States —concld. 
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APPENDIX C 

Limits of areas for resumption for personal cultivation 


State Area 

1. Bombay . . . . 50 acres. If the landlord holds an area equal to or less 

than 16 acres of zirayat land or 4 acres of irrigated 
or paddy or rice land, the tenant can be ejected 
from his whole holding. If he holds land in excess 
of the area, the tenant can be ejected from half of 
his holding. Only those land owners whose main 
sources of income is cultivation will have the right to 
resume land. (This provision applies in relation to 
protected tenants only.) 

2. Madhya Pradesh . . 50 acres in Berar. No limit has been fixed in other 

parts of the State. 

3. Orissa . . . .33 acres. 

4. Punjab . . . .30 standard acres in the case of original inhabitants and 

50 standard acres in case of displaced allottees. 

-5. Uttar Pradesh . . .8 acres. But the right of resumption will accrue only 

in areas in respect of which a notification has been 
made by the State Government. 

4 >. Rajasthan . . 75 acres unirrigated land and 25 acres of irrigated 

land. 

-7. Mysore .... Half of the area held by the tenant in every case and 

in addition where a tenant holds more than 10 acres, 
a percentage of tenant’s share of one half, varying 
between 25 to 5 per cent 


2.97 




APPENDIX D 

Recent changes in the payment of rents in different States 

Name of the Stale 

Maximum rent payable 

I. Assam 

. One-third of the gross produce, if the landlord supplies 
plough cattle; otherwise one-fourth. 

2. Bihar 

. In the case of under-ryots paying cash rent, the rent 
is not to exceed 50 per cent, of the rent payable by 
the ryot. Produce rents are not regulated by law. 

3. Bombay 

. One-sixth of the gross produce, and cash rent is not to 
exceed Rs. 20 per acre. 

4. Madhya Pradesh 

. Rent payable by tenants in Berar and sub-tenants in 
other parts of the State is not regulated by law. It 
usually varies from one-half to one-third of the gross 
produce. 

5. Orissa 

. Crop rent is not to exceed two-fifths of the gross pro¬ 
duce. 

6. Madras . 

. In Tanjore, three-fifths of the gross produce of the 
principal croff^ / - 

In Malabar, half of the net produce or one-fourth of 
the gross produce in case of wet land and three times 
the annual assessment in case of dry lands. 

In other parts, it is not regulated by law and varies gene¬ 
rally from three-fourths to one-third of the gross 
produce. 

7. Punjab 

. One-third of the gross produce. 

8. Uttar Pradesh . 

. Rent payable by existing sub-tenants (Adivasis) is not 
to exceed 133-1/3 per cent, of the hereditary rent 
rate. 

9. West Bengal 

. Crop-sharers using their own bullocks will pay one- 
third of the gross produce after making an allowance 
for seed, and two-thirds where bullocks and imple¬ 
ments are provided by the landlord. 

10. Hyderabad 

. Between four and five times the land revenue depending 
upon the class of land. 

11. Madhya Bharat 

. Twice the assessment in case of sub-tenants. 

12. PEPSU . 

. One-third of the gross produce. 

13. Rajasthan 

. One-sixth of the gross produce. 

14. Mysore 

. Half of the produce. 

15. Travancore-Cochin . 

. In Cochin the rents payable by tenants-at-will ( Verttm- 
pattam tenants) cannot be enhanced or reduced. 
In Travancore there is no law limiting the rent 

16. Himachal Pradesh 

. One-third of the produce (proposed). 

17. Delhi 

. One-fifth of the gross produce. 

18. Ajmer-Merwara 

. One-fifth of the produce (excluding chaff) in case of 
non-occupancy tenants. Rent payable by sub¬ 
tenants is not regulated. 
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APPENDIX E 

Changes in the rate of Land Revenue brought about by the recent 

land reforms 


Present'position 

State Class of tenants Rate of levy 


1. Bombay • . No change in land revenue . It will be the same as fixed on ■ 

the land during the Survey 
and Settlement or on an 
ad hoc basis. 

2. Assam . . Land revenue will be the same 

as applicable to si milar lands 
under ryotwari settlement 


3. Madras . 


4. Uttar Pradesh 


Land revenue will be the same 
as applicable to similar lands 
under ryotwari. 

1. Intermediary 


2. Fixed rate tenant 


3. Occupancy tenants on Patta 
Dawami or Istamrari pos¬ 
sessing the right to transfer 
the holding by sale, who have 
newly become Bhumidars. 

4. Bhumidars recognised as 
such under section 18(2). 


5. If the Bhumidari right is 
acquired under section 137. 


6. Sirdar who has acquired 
Bhumidari rights under section 
139 . 

7. Adhivasis, who at declared 
as Bhumidars. 


8. Cultivators who were re¬ 
cognised as Sirdars under 
section 19. 


Rate payable in the previous; 
agricultural year. 

Equal to rent payable by him 
on the date of vesting. 

Equal to an amount of rent 
payable by them before vesting. 


Equal to an amount of half 

me rent payable by him 
before vesting, subject to 
the condition that if the rent 
was more than double the 
amount computed at heredi¬ 
tary rate, land revenue is to be 
equal to the amount computed 
at such rate. 

Equal to half the amount of 
rent before the date of vest¬ 
ing. 

Equal to half the amount of 
revenue payable on admission. 


The amount to be determined- 
on principles to be prescri- 
bed. 

Equal to, rent payable before- 
the date of vesting. 
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APPENDIX E—contd. 

^Changes in the rate of Land Revenue brought about by the recent 
_ land reforms —contd. _ 

Present position 

State Class o f tenants _ Rate of levy _ 

"5. Delhi . . i. Bhumidar deemed as non- One half of the amount of rent 

occupancy tenant under section payable for the Fasli year, sub- 
10 or 12 of Delhi Land Re- ject to condition that the 
forms Bill, 1953. new land revenue is not to 

be more than double or less 
than the former land re¬ 
venue. 

2. All sub-tenants who have One half of the amount of rent 
been declared as Bhumidars. payable for the Fasli year, 

subject to the condition that 
the new land revenue is not 
to be more than double or 
less than the former land 
revenue. 

3. Asamis admitted as Bhumi- 50 per cent, of the rent collected 

dars by the Gaon Sabha. at the village rate. 

• 6 . Madhya Pradesh j'Malik Makbuzas . . . Seven-eighths of the sum payable 

as rent in the previous year. 

7, MadhyatBharat Pucca tenants . . . According to the village rate. 

;8. Orissa . . 1. Intermediaries on home- Fair and equitable rent as 

steads and intermediaries may be determined by the 

holding homesteads and build- Collector. Homesteads in 

ing together with lands on their actual possession which 
which such buildings stand were not subjected to ground- 
and used as golas, factories rent before are allowed to 
or mills. continue free of ground-rent. 

2. Land for agricultural and Fair and equitable rent deter- 
horticultural purposes in mined by the Collector. 

Khas possession of an inter¬ 
mediary held by temporary 
lessee of an intermediary 
who owns less than 33 acres 
of land and such lands in 
possession of a mortgagee 
which were in Khas posses¬ 
sion of an intermediary. 

•9. Bihar . . Homesteads of proprietors of Free of rent. If such lands are 

tenure holders. let out, they are liable to fair 

and equitable rent to be 
determined by the Collec¬ 
tor. 

Buildings together with lands Fair and equitable ground rent 
on which such buildings stand to be determined by the 
in possession of proprietors Collector, 

and tenure-holders and used 
as Golas, factories or mills. 

310 . East Punjab . Occupancy tenants and Adna Land revenue as fixed on the 

Maliks who have just acquir- land, 

ed proprietary rights. 



Changes in the rate of Land Revenue brought about by the recent 

land reforms —concld. 


ii. Rajasthan 


12. Saurashtra 


13. West Bengal 


14. Mysore . 


Present position 


_ Class of tenants _ Rate of levy _ 

All Jagir lands are liable to pay¬ 
ment of land revenue under 
the Rajasthan Land Reforms 
and Resumption of Jagirs Act, 

1952. But the Jagirdars are 
given concessions in payment 
of land revenue. For the 
agricultural year 1951-52, they 
had to pay land revenue equal 
to the amount of tribute pay¬ 
able to Government for that 
year. From the agricultural 
years 1952-53 to 1956-57, 
the land revenue payable is 
equal to one-eighth of the rent¬ 
al income from the Jagir land. 

From 1957-58 onwards, the 
land revenue is to be equal 
to one-fourth of the rental 
income. 

Girasdars in respect of the land 12$ per cent, of the assessment 
for which rent is payable to of the land, 
him by a tenant. 

Girasdars of A Class . . Full assessment on the date of 


of the land. 


Girasdars of A Class . . Full assessment on the date of 

enforcement of the Act. 

Girasdars o£ B Class . . 4 annas per acre for the first 

3 years ; 8 annas for the next 
3 years ; half the assessment 
for the next 5 years ; and full 
assessment from the 12th year. 

Girasdars of C Class . . 4 annas per acre for 21 years 

and full assessment there¬ 
after. 

(The above scale is subject to the condition that if the lands are 
transferred by sale, mortgage with possession or otherwise, they 
become liable to full assessment.) 

Barkhalidar in whose estate the 4 annas per acre for the first 


Girasdars of C Class 


agricultural land was equal to 4 years; 8 annas per acre for 
two economic holdings or the next 6 years; half the 

assessment for the next 8 
years ; and full assessment 
_ after 18 years, 

Barkhalidar having above two Full assessment. 


economic holdings. 

Raiyat or non-agricultural ten 
ant. 

Intermediary . 


In the case of surveyed and set¬ 
tled Inam village. 


His previous rent and other 
dues in respect of the land- 
If the land be agricultural land, 
on the basis of the rate of 
rent paid by ryots for lands- 
similarly situated in the neigh¬ 
bourhood. If the land is 
non-agricultural land, fair and? 
equitable rate to be fixed 1 
by the Revenue Officer. 
Amount equal to land revenue 
assessment fixed on such land* 
during the survey and settle¬ 
ment. 


In the case of unsurveyed and Amount equal to land revenue 
unsettled Inam village. ——-- '— : - j — 


assessment levied on similar 
lands in an adjoining unaliena¬ 
ted village. 
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2. In mufassal, there are ground rents 
of (a) the Madras type and (b) at a 
flat rate of Rt.6-4-0 and Rs. 12-8-0 
per acre. 
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Mysore . . Yes . . , Levy of conversion fine and special 

■ assessment in rural and urban areas, 
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STATISTICAL APPENDICES 


RELATING TO LAND REVENUE, AGRICULTURAL 
INCOME-TAX, IRRIGATION CHARGES AND 
BETTERMENT LEVY 


307 







STATISTICAL APPENDIX 1 


Statement showing information about compensation for abolition of 

Zamindaris and Jagirs 


Name of 
the State 

Basis of 
assessment 
of compensa¬ 
tion 

Rate of com¬ 
pensation 

Interim pay¬ 
ment of com¬ 
pensation 

Total 
Compen¬ 
sation 
(in crores 
of Rs.) 

Additional 
land 
revenue 
(in crores 
of Rs.) 

CD 

(2) 

( 3 ) 

( 4 ) 

( 5 ) 

(6) 



JAGIRS 




Rajasthan 

Net income . 

Ten times 

One-tenth of 

the estimated 
amount. 

5'7 

O 

O 

W 

Madhya Bha¬ 
rat 

Net income 

Seven times . 

Do. 

3-87 

0*70 

Vindhya Pra¬ 
desh. 

Net income . 

Ten to fifteen 
times. 

Do. 

1-99 

0-26 

Hyderabad . 

Basic annual 
revenue. 

Graded 

Interim allow¬ 
ances. 

18-00 

3 - 5 ° 

Bombay 

Annual land 
revenue. 

Three to ten . 

•• 

I * 12 

0-47 

Saurashtra 

(Barkhali) 

Do. 

Fifteen to eight- 
teentimes (ftom 

i 

2-17 

0-27 







Bhopal 

Annual income 

Six to fifteen 
times the an¬ 
nual income. 

• • 

0-20 

0-08 
to 
o-10 

Madhya Pra¬ 
desh. 

Annual income 

Without pay¬ 
ment of com¬ 
pensation. 

• * 

• * 





Total 

33-05 

6-28 



ZAMINDARIS 



Uttar Pradesh 

Net assets 

Eight times the 
net assets. 

Provision made 
under rules. 

140-00 

12*00 

Orissa 

Net income . 

Varies from fif¬ 
teen to three 
times the net 
income of Rs. 
500 to Rs. 

40,000 and 

more. 

i/30th of the 
estimated 
amount. 

9-00 

0-44 

Madhya Pra¬ 
desh. 

Net income . 

Ten times the 
net income. 

One-tenth of 
the estimated 
amount. 

4-89 

0*92 
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STATISTICAL APPENDIX 1 —contd. 

Statement showing information about compensation for abolition of 
Zamindaris and Jagirs — contd. 

Name of 
the State 

(i) 

Basis of 
assessment 
of compen¬ 
sation 

(2) 

Rate of com- Interim pay- Total 

pensation ment of com- Compen- 

pensation Ration 

(in crores 
of Rs.) 

( 3 ) ( 4 ) ( 5 ) 

Additional 
land 
revenue 
(in crores 
of Rs.) 

(6) 

Madhya Bharat Net income 

Eight times 

the net in¬ 

come. 

One-tenth of 
the estimated 
amount. 

6-20 

o-8i 

Assam 

Net income . 

Fifteen to 

three times 

the net income 
for Rs. i,ooo 
to Rs. 3 lakhs 
and more. 

2i per cent, of 
the jf probable 
amount in cash 
every year. 

5*00 

0*20 

Punjab 

Annual rent 
and other 

dues. 

Eight times 

the rent and 
dues. 

Not necessary. 



PEPS 

Annual rent 
and other 
dues 

Twelve times 
the rent in¬ 
cluding rates 
and cesses. 

Not necessary 

N.A. 

Not affect 
ed. 

Madras 

Basic annual 
sum. 

30 to 12 $ times 
the annual 

basic sum for 
Rs. 1,000 to 
Rs. 1 lakh. 

Interim pay¬ 

ment to be 
made equal to 
the basic annual 
sum less the 
rents collect¬ 

ed during the 
Fasli year. 

17-15 

1 -oc 

Mysore 

(a) Annual rent 

(b) land reve¬ 
nue. 

(c) value of 
land. 

Varying from i/ioth of the 
20 to 75 times, estimated amount 
of compensation. 

Varying from 15 
to 50 multiples. 

Rs. 20, 40 or 

75 per acre. 

1-50 

N.A. 

S aurashtra 
(Girasdari) 

Land revenue 

Six times plus 
fifteen times 
the assess¬ 

ment of the 
lands. 

Not necessary . 

7-98 

0-39 

West Bengal 

Net income . 

Twenty to two 
times the net 
income for 

Rs. 500 to an 
amount ex¬ 
ceeding Rs. 1 
lakh. 

One-third of 
the net annual 
income. 

N.A. 

N.A. 

Bihar 

Net income . 

Varies from 

twenty to three 
times the net 
income for Rs. 
500 to Rs. 1 
lakh and more. 

3 per cent. to 

2 per cent; of 
Rs. 50,000. 

158-00 

6-50 
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STATISTICAL APPENDIX 1— concld. 


Statement showing information about compensation for abolition of 
Zamindaris and Jagirs —concld. 


Name of 
the State 

Basis of 
assessment 
of compen¬ 
sation 

Rate of com¬ 
pensation 

Interim pay¬ 
ment of com¬ 
pensation 

Total 
Compen¬ 
sation 
(in crores 
of Rs.) 

Additional 
land 
revenue 
(in crores 
of Rs.) 

(i) 

(2) 

( 3 ) 

( 4 ) 

(5) 

(6 

Bombay 

Land revenue 

. . 


3*31 

0-64 

Himachal Pra¬ 
desh. 

Net income . 

Twelve to two 
times the net 
income for Rs. 
500 to a sum 
exceeding Rs. 
2,000. 

Not available 

Not available. 




Total . 

353-03 

22-91 




Grand Total . 

386-08 

29-19 
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Bihar Assam West Orissa Uttar Hyd:ra- Travan- Madras Rajasthan Coorg 

Bengal Pradesh bad core- 

. Year of levy Cochin 
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STATISTICAL APPENDIX 3 


Systems of water charges and present schedules of water rates in 

certain States 


State 

Types of prevailing 
systems 

Schedule of Rates 


(I) 

(2) 

(3) 


Part ‘A’ States 

i. Bihar 

1. Acreage rates (lease 
and Demand) 

Fixed with reference to 
price of crops: economic 
value of crop and in¬ 
crease in yield. 

2. Volumetric rates on 
tube wells. 

Long term rates . 

Rabi 

Kharif 

Hot weather crops 

Rs. 6/- to 9/- 
Rs. 4/- to 7/- 
Rs. 8/- to 10/- 
Rs. 4/- to 15/- 

2. Bombay 

1. Consolidated rate on 
old works. 

2. Acreage rates varying 
with crops and seasons 

Sugarcane 

Other perennial crops . 
Kharif 

Rabi 

Hot weather 

Rs. i2o/-per year 
Rs. 80/- „ 

Rs. 61- 
Rs. SI¬ 
RS. 15/- 

3. Madras 

r. Consolidated rate on 
old works. 

2. Water cess on dry 

lands irrigated from 
Government sources 

(fixed or differential) 

3. Special project rates 
on major river projects 

1. For six months crops : 

1st class source . 

2nd class source . 

2. For other crops : 

(a) 1st and 2nd crop : 

1st class 

2nd class 

Rs. 6/- 
Rs. 4/- 

Rs. 4/- to 61- 
Rs. 3/- to 4/S/- 



(b) 3rd crop : (both 
sources). 

Rs. -/12/- to 2/- 

4. Punjab 

(1) Occupiers rates (crop 
rates). 

(2) Canal advantage rate 
fixed with reference to 
increased rental value 

(3) Volumetric rate 

(contract basis). 

Sugarcane 

Wheat 

Cotton 

Rice 

(Half the flow rates on 
schemes.) 

Rs. 13/8/- to 16/8 
Rs. 6/6/- 

Rs. 6/12/- 

Rs. 9/12/- 
Iift Irrigation 

5. Uttar Pradesh (i) Owner’s rate (on in¬ 
creased rental value) 

(2) Occupier’s rate 

(3) Volumetric rate on 

tube-wells. 

Sugarcane 

Wheat 

Rice 

Cotton 

Rate on tube-wells 
(Half the flow rates on 
lift Irrigation schemes) 

Rs. 8/- to 32/- 
Rs. 10/ to 12 1- 
Rs. 4/- to 14 1- 
Rs. 2/- to 4/8/- 
Re. i/-per 11,00c 
to 16,000 gal¬ 
lons of water. 
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STATISTICAL APPENDIX 3 —contd. 


Systems of water charges and present schedules of water rates in 

certain States —contd. 


State Types of prevailing Schedule of Rates 

systems 


(i) 


( 2 ) 


( 3 ) 


6. West Bengal fi. Improvement levy Long lease (upto 6 years) Rs. 6/- 
Cbased on net additional Rabi and covering lease Rs. 6/8/- 
yield). Improvement levy on Rs. 5/8/- 

2. Agreement rates. Damodar Canal 


7. Orissa 


Part ‘ B ' 
8. Pepsu 


•9. Mysore 


1. Lease rates 

2. Water cess (based on 
price of crop and abi¬ 
lity to pay). 


Stales 


Sugarcane 

Rice 

Cotton, Wheat, Rabi 
Crops. 


Rs. 5/8 to 7/8/- 
Rs. 4/4/- 
Rs. 2/- 


1. Acreage rates varying 
with crops. 


Sugarcane 
Cotton 
Wheat 
Maize 
Oil seeds 


Rs. 9/14/- to 15 1 - 
Rs. 6/14/- 
Rs. 6/4/- 
Rs. 6/- 

Rs. 5/6 to 6/1/- 


1. Acreage contributions 1. Acreage contributions Rs. 100/- to 300/- 

2. Water cess . 2. Water rates Sugarcane Rs. 25") Proposed 

3. Water rates (based on Wet lands . Rs. 10 I rates on 

capital cost, class of Dry conversions Rs. 15 f new sche- 

water supply and pay- Dry to semi-dry lands Rs. 7J mes. 

ment ability). 


3. Irrigation cess at one 
anna per rupee of 
assessment on minor 
works. 


to. Hyderabad. Consolidated rate 

. Plow Irrigation 

Lift Irrigation 

Rs. 7/- to 16/- 
Rs. 2/8/- to 10/8/ 

11. Travancore- Consolidated rate 
Cochin. 

. Wet lands . 

Dry conversions . 

Lift irrigation (AH lands) 

Rs. 2/- 
Rs. 7/- 
Rs. 25/- 

12. Saurashtra (1) Crop rates 

. Wheat, Jowar, Barley, 
Kharif. 

Linseed, Turmeric, etc. . 

Rs. 5 per bigha. 

Rs. 10/- per bigha. 

(2) Monthly rates 

• Sugarcane . . 'I 

Fruits and Gardens 

-'Rs. 3 1 - per bigha. 


Note.—E xcept/as otherwise stated, water rates under col. (3) are charged per acre per 
season. 
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STATISTICAL APPENDIX No. 6—contd. 

Important Features of Betterment Levy — contd. 

State/Authority Objective of Basis of levy Quantum of levy and Assessment procedure'and When applicable Other particulars 

levy instalments methods 
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vided into suitable class¬ 
es according to esti¬ 
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CHAPTER I 


BACKGROUND OF LOCAL FINANCE AND TAXATION 


Introduction 

The background of local taxation and finance is inseparable from 
Introductory a Pi cture °f local self-government itself; in other 

4 OT ‘ words, from a picture of the institutions of local 

self-government as they have developed in structure, organisation and 
functions, and, in all these respects, as they now operate in different 
parts of the country and in different sectors of civic life : the city 
and the town, the district and the village. Any comprehensive 
account of either the historical development of local institutions or 
even of their present functioning would obviously take us far beyond 
the purview of this enquiry. Besides, the entire subject of the 
finances of local bodies was surveyed recently by the Local Finance 
Enquiry Committee. In this chapter, therefore, we attempt no more 
than a brief reference, first to the broad phases discernible in the 
evolution of local bodies and then to the main features which, at 
the present time, distinguish each of the principal categories into 
which the different institutions of local self-government may con¬ 
veniently be classified. 


Development of Local 
Self-Government : 
The first phase : up 
to 1882 


2. The course of development of local self-governing bodies from 
the commencement of British rule up to the 
achievement of Independence and thereafter, 
may be divided into four broad stages: from the 
beginning to 1882; from 1882 to 1919; from 1919 
to 1935; and from 1935 to the present day. The 
first efforts were directed to developing local self-government in the 
presidency towns of Madras, Bombay and Calcutta. The introduction 
of municipal committees in mofussil towns, at a later stage, proved 
more difficult and the process itself had more than one uncertain 
beginning. The function of these committees, according to the legis¬ 
lation enacted in 1842, was to provide better civic amenities, both 
generally and in the specific context of public health; and in order to 
be able to discharge this function they were empowered to levy a 
house tax. The prospect of direct taxation of this kind made the 
legislation unwelcome. All the same, municipalities were constituted 
in a number of towns in most of the provinces. There was, however, 
no comparable development of local self-governing institutions in 
rural areas up to the year 1871, when Lord Mayo introduced his 
scheme for the decentralisation of administration. The scheme had a 
stimulating effect on the development of local self-governing institu¬ 
tions in the rural areas. Both types of committees, urban and rural 
it may be added, were largely nominated and official. It was implicit 
in decentralisation, as then conceived, that the emphasis was on the 
‘local’, rather than on the ‘self-government’ aspect of local self-govern¬ 
ment. 


333 



334 


3. It was Lord Ripon’s resolution of 1882 that paved the way for 
the development of local self-government, 
to 1919 specially in urban areas, with the accent on 
self-government. As regards the constitution 
of local bodies the progress was in the direction of widening the 
elected sector and correspondingly limiting the nominated and official 
elements. The functions were enlarged so as to include various aspects 
of public health, medical relief, and education. Along with the en¬ 
largement of functions went an increase in powers, financial responsi¬ 
bility and financial resources. Suitable items of provincial revenue, 
along with specific items of. provincial expenditure, were transferred 
from the provincial account to the local bodies. This period is the 


most significant in the development of local bodies in the urban areas. 
In the rural areas, progress was made with the establishment of local 
boards. It was the usual practice to have one board for one district 
with sub-boards for smaller areas within it. While it was indicated 


that there should, preferably, be a preponderance of the elected 
element, in point of fact the district boards continued to contain a 
large element (normally more than half) of nominated and official 
members. The Collector was usually the president of the district 
board and the Sub-Divisional Officer of the sub-board. In respect of 
powers and functions too, the rural boards were far behind the urban 
institutions. Their only substantial source of income was the cess on 
land, but in most provinces, the boards themselves had no power either 
to levy or increase the rate of these cesses. In some provinces, part 
of the cess was appropriated by the provincial government in the 
discharge of provincial functions. Further, until 1908-09, the accounts 
and estimates of the rural boards formed part of the provincial 
budgets. 

4. The reforms of 1919 made local self-government a transferred 
Third hase- subject. There was a further shift of emphasis 

from 1919 to 1935 to the self-governing aspect of local institutions. 

Successive enactments were passed progressive¬ 
ly eliminating the official as well as nominated elements and 
democratising the institutions by the widening of franchise. 
Simultaneously, there was an enlargement of both the functions 
and the powers of the local bodies. There was more specific 
demarcation and reservation of tax powers. The Government of 
India Act of 1919 laid down a schedule of taxes which could be 


levied only by or for the local .bodies. This not merely enlarged the 
effective sphere of taxation, but enabled the local bodies to feel 
relatively independent. This position continued till the enactment 
of the Government of India Act, 1935. While the progress of self- 
government was equally pronounced both in the urban and in the 
rural bodies, the effectiveness of the institutions and the usefulness 
of the role they played differed. This period is notable for the final 
percolation of self-government institutions to the smallest unit of 
the rural area, viz., the village. In almost all States, Acts were 
passed providing for the formation of village panchayats for single 
or contiguous villages or ‘union boards’ for groups of villages. The 
pace of progress, however, was relatively slow. 


5. The inauguration of provincial autonomy gave a fresh impetus 
to the development of local self-government both in the urban and 
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rural spheres. Almost all the provinces enacted legislation for 
the further democratisation of local self-government. This process 
culminated, after the attainment of Independence, in the adoption 
of adult franchise for elections to local bodies in almost all the 
States and the complete elimination of nomination, for which co¬ 
option was in some instances substituted. The functions of the 
local bodies were also enlarged, especially in the urban sphere. As 
a consequence of the integration of the former princely States with 
the rest of the country, the development of local self-government in 
those areas also received greater attention. Local bodies in many 
of those States were mere subordinate branches of government 
departments, deriving almost all their income from government 
subsidies. Their transformation into self-governing institutions, 
with their own powers, responsibilities and resources, was initiated, 
and in different degrees, the process is in operation in all these areas. 
While there was thus growth in the number of local self-governing 
bodies and appreciation of their place in the system of administra¬ 
tion, there was no corresponding development of the usefulness and 
effectiveness of local bodies. The most important factor responsible 
for this state of affairs was the inadequacy of the financial resources 
available to the local bodies. The sources that were assigned 
to the local bodies were inelastic and could not provide the neces¬ 
sary revenues for the growing activities expected of these bodies. 
Further, with the steep rise in prices that took place during and after 
the war, local bodies found themselves faced with expenditure which 
was out of all proportion to their income. The result was a regrettable 
failure on the part of a number of local bodies to undertake even <fhe 
basic functions that they were expected to perform. 

6. Certain modifications in the sphere of local finance and the 

r . , , , powers of taxation of local bodies also occurred 

taxation and finance during this period which had the effect of further 
taxation and finance weak | ninJ ^ hese inst it u tions. Thus the incor¬ 
poration in the Union List of the terminal taxes on goods carried by 
railways, the limitation on the amount of profession tax leviable on 
any one assessee and the immunity of Union properties from local 
taxation resulted in a contraction of the powers of taxation, and 
consequently of the potential resources of the local bodies, while the 
inclusion of only two Lists, Union and State (originally in the Govern¬ 
ment of India Act, 1935, and later in the Constitution) obliterated the 
legal distinction between the spheres of taxation of the local bodies 
and State Governments, and has created new problems in regard to 
the devising of an adequate and satisfactory system of local taxation 
and local finance. All this has affected the rural, no less than the 
urban, sphere of local self-government. 

7. However, after the end of the War, fresh interest was created in 

the development of the village panchayats with 
Development of the re-establishment of popular governments in 
Village panchayats the States . The Constitutional directive regard¬ 
ing the village panchayats gave an added impetus to this movement, 
and in almost all States legislation has been enacted for the purpose 
of forming village panchayats. The momentum gathered by the move¬ 
ment for establishment of new panchayats is one of the most signi¬ 
ficant developments of recent years. But this, in turn, has brought 
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to the fore the question of the place to be accorded hereafter to dis¬ 
trict local boards and similar bodies, part of whose jurisdiction is 
being taken over by village panchayats. 

8. It was the need for the decentralisation of administration and 
„ . . the connected need for the association of Indians 

of IScsa 8 self-govern^ with administration (in order, for one thing, 
ment that taxes could be more readily imposed and 

collected) that prompted the early British 
Indian administration to embark on the introduction of local self- 
governing institutions in this country. The resolution of Lord Mayo 
(1870) on financial decentralisation also visualised the development 
of local self-government institutions; but this was subordinate to the 
need for tapping local sources of revenue and of effecting economy by 
decentralised administration. It was Lord Ripon!s resolution (1882) 
that envisaged much fuller scope for local self-government. In that 
resolution emphasis was laid on the fact that local self-government, 
in the final analysis, was “chiefly desirable as an instrument of politi¬ 
cal and popular education.” The Montagu-Chelmsford Reforms en¬ 
visaged local self-government in India as one of the important spheres 
in which an advance could be made towards “the increasing associ¬ 
ation of Indians in every branch of the administration and the gradual 
development of self-governing institutions with a view to progressive 
realisation of responsible government in India.” Local self-govern¬ 
ment was thus invested with definite significance in the wider process 
of the political advancement of the country. 

5. Thus viewed, local self-government has now become an 
Local self-govem- i nte g raI part of the national administrative 
ment as integral part machinery, playing the same vital role that is 
of national adminis- assigned to local self-government in other inde- 
* ffi* ie* : emphasis on pendent democratic countries. Increasingly, it 
e c ency j s coming to be recognised in this country as that 

branch of administration which must eventually take charge of the 
expanding social services of the State. It is in this context that 
the efficiency of individual institutions of local self-government 
assumes great significance. Historically, the emphasis on efficiency 
has varied from time to time. When local self-government institu¬ 
tions were considered mere training grounds, efficiency was a matter 
of no great consideration. The Government of India’s Resolution of 
6th May 1918 laid emphasis on political education and training of the 
people which should take ‘precedence over considerations of depart¬ 
mental efficiency’. It directed that official control should be reduced 
to the minimum. “People should learn by making mistakes and pro¬ 
fiting by them.” But as against this grant of freedom, the Simon Com¬ 
mission stressed the need for control by the Provincial Governments 
so as to raise the efficiency of local administration and pointed out 
that the efficiency of local government in Britain itself was 
due to the ever-increasing pressure by the departments of the 
Central Government. Until the inauguration of provincial auto¬ 
nomy, local self-government institutions represented the ‘popular 
will’ as against the ‘alien’ bureaucratic governments. Further, as 
the sphere in which Indian talent could play a part in defiance, when 
necessary, of the alien government, local bodies also attracted vigo¬ 
rous local leadership. This emphasis on efficiency and control by 
government was, therefore, unwelcome. With provincial autonomy 
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this antithesis has lost much of its force. An identity of interest 
having been brought about, the popular governments themselves: 
felt the need to control the local bodies and raise the standards of 
administration. Differences of opinion, however, exist regarding 
the emphasis to be placed on ‘efficiency’ and the methods to be 
adopted for securing it. What control should be exercised by the 
Stare Governments over the administration of local bodies; how 
it should be exercised; whether local bodies should be deprived of 
such of their functions as they are unable to perform properly; and 
whether efficiency should be cultivated at the expense of democracy; 
all these are problems which have already arisen and call for solu¬ 
tion. We merely mention them here as part of the background 
with which we are here concerned. We will refer to them again 
in the chapter which follows. 


10.' From the broad phases of historical development we have so 
Present institutions lar considered, we may turn to matters of more 
of local self-govem- immediate interest and attempt to give an 
ment account of the institutions of local self-govern¬ 

ment as they function today in this country. 
While it will be outside our purview to examine at any great length 
the structure, functions, administration and finances of the different 
categories of local bodies in different States, some reference is 
obviously necessary to these wider aspects which form the context 
in which local taxation operates. Statistical Appendix I gives the 
State-wise distribution of the different kinds of local bodies. The 
principal urban category, viz., the municipality, has in turn to be 
classified into a number of distinct types. Reserving the term 
‘municipality’ for municipal councils (or committees or boards), 
as distinguished from corporations, we find that the number of these 
is 1,426. In addition, there are small town committees and notified 
area committees numbering 379 and cantonment boards which number 
56. The municipal corporations are very few, being twelve for the 
whole country. There are also Improvement Trusts and Development 
Boards in a few places, e.g., Calcutta, Nagpur, Kanpur and Madras; 
these perform the essentially municipal functions of slum clearance, 
improvement and development of the city, construction of houses for 
the poorer classes, etc. But since these trusts or boards do not exercise 
powers of taxation (though they are often entitled to the receipts 
from certain taxes), we need not treat them as local bodies for the 
present purpose. Likewise, the notified area committees, small town 
committees and cantonment boards need not be separately considered: 
the first two because they are analogous to very small municipalities 
and the last because their functions and powers are similar to those 
of municipalities adjoining the cantonment board areas. In the rural 
sector, we have 196 district boards and other rural boards, and over 
87,018 village panchayats. Rural boards operate over areas smaller 
than a district; they are variously designated as local boards, janapada 
sabhas, anchal sashans, etc. It would suffice, in the account which 
follows, to consider rural boards along with the bigger district boards. 
With the four main categories which thus emerge, we propose to deal 
in the following order: — 

(1) Village Panchayats; 

(2) District Local Boards; 
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(3) Municipalities; and 

(4) Municipal Corporations. 

(1) Village Panchayats 


11. The jurisdiction of a panchayat is usually confined to one 

Area'of Panchayat f ev< l nue vilIa g e ! sometimes, though infrequent¬ 
ly, two or more small villages, very near one 
another, are grouped under one panchayat. The rapid establishment 
of new panchayats is the avowed policy of most State Governments; 
but, in this process, it is naturally the bigger villages that are first 
taken up. In relation to the present stages of their programmes, 
therefore, certain State Governments have adopted a minimum 
figure of population for defining the range of villages which they 
wish to bring under the Panchayat system. This figure is 2,000 in 
Bombay, Saurashtra, Mysore and Hyderabad, 1,000 in Uttar Pradesh 
and Madhya Pradesh and 500 in Punjab and Madras. 

12. In a few States (Madras, Bombay, Madhya Bharat and Sau- 

rashtra), panchayats are classified into two or 
Classification °f Pa*- three classes or grades on the basis of popula- 
aya tion and revenue; and those in the higher cate¬ 

gories enjoy slightly larger powers of taxation, etc. In most States, 
however, no such gradation is made for the delegation of tax powers. 

13. There are two types of constitution. In the first, the entire 

adult population of a village (men and women 
constitution etc. over a g e twenty-one) is constituted into 

an assembly which has corporate status as a panchayat; 
but there is provision for the appointment of an executive committee, 
and this carries On the day-to-day duties of the panchayat. The other 
type of panchayat is one in which the adult population of the village 
is merely the electorate which chooses the members of the panchayat; 
there is no provision for an executive committee, and the relevant 
powers are exercised by the President or Sarpanch with the sanction 
of the panchayat. 


14. The first of these systems prevails in Uttar Pradesh, Bihar, 
Orissa, Saurashtra, Vindhya Pradesh and PEPSU. In these States, 
the adult population constitutes the assembly variously known as 
Gaon Sabha (U.P.), Gram Panchayat (Bihar), Gram Sabha (Orissa, 
Saurashtra, Vindhya Pradesh) or Nagar Sabha (PEPSU). The 
executive committee is designated Gaon Panchayat (U.P.), executive 
committee (Bihar), Gram Panchayat (Orissa, Saurashtra and Vin¬ 
dhya Pradesh), Nagar Panchayat (PEPSU). In Bihar, the members 
of the executive are appointed by the President (Mukhiya) or who is 
himself directly elected; in all the other States the executive com¬ 
mittee is elected by the assembly. The second of the methods refer¬ 
red to above prevails in Andhra, Bombay, Hyderabad, Madhya 
Bharat, Madras, Mysore and PEPSU. 


15. The ‘Panchas’ may thus be either members of the executive 
„ . , committee of the village assembly or members 

PaMkvafi of the panchayat itself. The number of these 

differs from State to State and, within the State, 
from one category of panchayat to another, depending upon the 
population of the individual panchayat. The minimum varies from 
five (Madhya Pradesh, Madhya Bharat, Saurashtra and Vindhya 
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Pradesh, Punjab and PEPSU) to 30 (Uttar Pradesh), while the maxi¬ 
mum varies from nine (Punjab and PEPSU) to 51 (Uttar Pradesh). 
Where the jurisdiction of a panchayat extends over more than one 
village, the Panchayat Acts and the rules framed thereunder ensure 
that due representation is given to each of the federated villages. 
Further, the Acts and rules of most States provide for the special 
representation of the scheduled castes and the backward classes in 
the executive committee or the panchayat. 

16. Every Village panchayat has a president (termed ‘Sabha Pati’, 
‘Sarpanch’, ‘Pradhan’, ‘Mukhiya’, etc.) and in 
President; of Pancha- mos t States there is also a vice-president. In 
a Uttar Pradesh, Madhya Pradesh, Saurashtra, 

Vindhya Pradesh, PEPSU and Bihar, these office-bearers are 
directly elected by all the adult voters. In certain other States e.g., 
Bombay, Punjab, Orissa, Mysore, Hyderabad and Madhya Bharat, 
these are elected by the elected Panchas or members from amongst 
themselves. 


17. The panchayat has ordinarily to meet at least once a month. 

Meetings Of Panchayat* H be requisitioned more often by a pres¬ 
cribed number of Panchas. Where there is a 
village assembly, that body is required to meet at least twice 
a year—once after the harvesting of the kharif crop and again 
after the harvesting of the rabi crop. While the working com¬ 
mittee carries on the day-to-day administration and may even 
formulate policies, the village assembly has to sanction the general 
programme of the panchayat; it also discusses and approves the 
progress reports, statements of accounts, etc. In Uttar Pradesh, 
Bihar, Vindhya Pradesh, Saurashtra and PEPSU, power is reserved 
to the village assembly for modifying and approving the annual 
budget, including the taxation proposals, it contains. Where a Pan¬ 
chayat Assembly is an elected body, the budget is prepared and 
passed by the panchayat itself. In Madhya Bharat, however, the 
larger body of voters in the village has been given the right of dis¬ 
cussing the budget; the budget may be modified by the panchayat in 
the light of such discussion; it has then to be submitted to the kendra 
panchayat (local board) along with a copy of the proceedings of the 
general meeting of the voters. Similarly, in Hyderabad, a meeting of 
the larger body of voters has to be convened once a year. In this 
meeting, the statement of the panchayat’s accounts, together with a 
report on the administration of the preceding year and the programme 
of work prepared for the following year, are laid before the voters 
and explained to them. Within a week after such meeting, any sug¬ 
gestions, in writing, about the future programme may be made to the 
panchayat secretary who forwards the suggestions to the Deputy 
Collector along with the panchayat budget. Whether the budget is 
passed by the panchayat or (where it is so empowered) by the village 
assembly, it requires, in all cases, the approval of some higher autho¬ 
rity such as a district board, district panchayat officer or district 
magistrate. 


18. Most panchayats have secretaries in addition to the elected 
office-bearers. In some States the individual 
Secretaries of Pancha- panchayats are empowered to appoint their 
yats own secretary (as in Madhya Pradesh, 

Bombay, Uttar Pradesh, Vindhya Pradesh and PEPSU) subject to 
certain rules laid down by the Government. In a few States the 
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secretary is appointed by Government (as in Bihar and Mysore), 

• For the bigger panchayats in Madras and Andhra, the State Govern¬ 
ments appoint stipendiary officers of their own to discharge- the 
executive functions of the panchayats. In the large majority of 
the panchayats in these two States, the president exercises the execu¬ 
tive functions with the clerical help of whole-time or part-time 
servants. In Hyderabad, the panchayats do not usually have a paid 
secretary; one of the Panchas is appointed by the Deputy Collector, 
in consultation with the panchayat, to act as the honorary secretary 
of the panchayat. In quite a large number of cases and in most of 
the States, the same person acts as secretary to more than one 
panchayat. The salary of the secretary is paid out of the pan¬ 
chayat funds in most of the States, while it is borne by the Govern¬ 
ment in full or in part in some States (e.g., Uttar Pradesh and. 
Bombay). 

19. For the guidance, direction, supervision and control of pan- 

Admlnls trative frame- chayats, almost all States have set up either a 
work of the State new department known as the Directorate of' 
Panchayat Organis- Panchayat Raj (Uttar Pradesh, Bihar, Punjab, 
atlon Madhya Pradesh and PEPSU) or have expanded 

their existing Departments such as the Rural Development Depart¬ 
ment (Assam), Cooperative Department (Orissa), Inspectorate of 
Local Boards (Madras) and Directorate of Local Authorities 
(Bombay) to include a comprehensive Panchayat branch. At the dis¬ 
trict level there are District Panchayat Officers, Circle Inspectors, etc., 
who perform these functions. 

20. In some States, there exists or is envisaged a pyramidal struc- 
Panchayat organisation tur e of panchayat organisation in the sense 

that one or more tiers of elected bodies intervene- 
between the basic unit in the village and the State Government at the 
top. Thus, in Assam, there are single-village primary panchayats, 
one rural panchayat for a few primary panchayats and union pan¬ 
chayats at the taluka level; in Orissa there is a proposal to create 
anchal sasans which will, inter alia, have certain powers over the 
Panchayats; in Saurashtra there are district panchayat mandals at 
the district level and mandhyastha panchayat mandal at the State 
level; and in Madhya Bharat there are kendra panchayats and man¬ 
dal panchayats. In Punjab the institution of thana panchayat unions 
is contemplated for the purpose of discharging certain advisory func¬ 
tions. 

21. The pattern of the revenues available to panchayats is more 
«f rpvpn„e akin to that of municipal bodies than of local 

boards. Statistical Appendix 2 furnishes certain 
details of the income which panchayats derive from various sources. 
It will be seen that grants from Government play as yet a much less; 
significant part in financing the panchayats than they do in respect of 
district boards. In most States, the revenue from taxation constitutes- 
the largest single source of income for the panchayats. 

22. Village panchayats of all the States have been empowered to- 

levy taxes. Appendix A gives a brief descrip- 
Powers o taxat on tion 0 f the tax powers of the panchayats in 

various States. The tax bases to which these powers have reference- 
are comprehensive; they cover persons, property and business. 
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Among the taxes which may be levied are: the general property tax 
(in all the States), the service taxes (in most of the States); taxes on 
land revenue or rent of land (in Assam, Madhya Pradesh, Uttar 
Pradesh, Madhya Bharat and Vindhya Pradesh); taxes on trades, 
professions and callings (in most of the States); taxes on animals and 
"vehicles (in most of the States); octroi (in Bombay and Saurashtra); 
tax on sale of goods other than those coming under the purview of the 
general sales tax (in Hyderabad); pilgrim tax (in Bihar, Bombay 
and Hyderabad); theatre tax (in Bombay, Hyderabad and Saurashtra); 
tax on fairs and festivals (in Bombay, Saurashtra and Mysore); tax 
•on marriages (in Assam, Bombay and PEPSU); tax on births (in 
PEPSU); and labour tax (in Assam, Bihar, Madhya Pradesh, Orissa, 
Madhya Bharat and PEPSU). The lists of panchayat taxes of most 
of the States compare very well with the lists of taxes in highly deve¬ 
loped urban local bodies. Moreover, a general provision is some¬ 
times included in the relevant enactments to the effect that pancha¬ 
yats may, with the sanction of Government, levy any of the taxes 
which the State Government themselves are empowered to levy. 
Theoretically, it puts panchayats on a par with the most developed 
urban local bodies as far as powers of taxation are concerned. 

23. In all States, however, the exercise of these tax powers is 

„ subject to specific conditions. The imposition of 

SiSe” 8 of rCg taI the taxes - the variation of the rates and the 
powers cancellation of existing taxation require the 

approval of the State Governments. The pan¬ 
chayats cannot tax except in accordance with the rules and orders of 
Government which in most cases are very elaborate. In almost all 
the States, the maximum rates in respect of the various taxes have 
also been prescribed either in the Panchayat Act or in the rules 
framed under it. In a few instances (e.g., Bombay and Madras), 
minimum rates are fixed for a number of taxes. In some States, the 
Acts have also provided that Government may, through a prescribed 
authority, require any panchayat to levy any tax or increase the rates 
-of the existing taxes if in the opinion of the authority the income of 
the panchayat is not adequate to meet its obligations. In Madhya 
Pradesh, this power is vested in the District Council (Janapada 
Sabha), in Orissa in the Registrar of Co-operative Societies, and in 
Mysore in\ the Deputy Commissioner. 

24. Since the extension of panchayats is a relatively recent feature 

. , . „ , in most States, the fact remains that, in very 

powers of^axatlon man y instances, the panchayats have not yet 

commenced or have only just begun to exer¬ 
cise their tax powers. From the data that are available, it 
appears that in PEPSU, Himachal Pradesh and Delhi the pan¬ 
chayats have not yet levied any taxes. In Madras, the newly consti¬ 
tuted panchayats are reported to be very reluctant to levy taxes. In 
Punjab, during 1950-51 the number of panchayats which had begun 
to levy their taxes was 2,809 as against a total of 6,483 panchayats in 
the State, even though the general property tax (hearth tax) is a com¬ 
pulsory tax under the Village Panchayats Act of the State. In those 
States where a fairly large number of panchayats have already been 
in existence for some years, e.g., Bombay, Madras and Mysore (or 
union boards in the case of West Bengal) taxation contributes a sub¬ 
stantial proportion to the total income of the panchayats. In most 
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other States, income from panchayat taxation has yet to become a 
significant part of the revenue. The pattern of revenues of village 
panchayats as given in Statistical Appendix 2 shows that while in 
West Bengal, Bombay, Mysore and Madras, taxation during the latest 
year for which data are available accounted for 73 9 per cent., 63‘1 
per cent., 63 • 0 per cent, and 55 • 2 per cent., respectively, of the total 
income of the panchayats, in other States, with the exception of Uttar 
Pradesh, taxation has not contributed more than 37 per cent, of the 
total. It is as low as 4-8 per cent, in Saurashtra and 19-5 per cent, 
in Punjab. (In Uttar Pradesh, the percentage appears high because 
Government grants to panchayats are not included in the Statistical 
Appendix). 

25. Of the long lists of obligatory and optional taxes, panchayats 
in a majority of States have so far utilised only one or two or, at the 
best, three taxes. The more widely adopted taxes are (1) general 
property tax (or the local rate); (2) taxes on land revenue or rent 
of land; (3) profession tax; and (4) tax on animals and vehicles. In a 
small number of panchayats other taxes are also being utilised, e.g. r 
the service taxes in Bombay and Madras; octroi by a few panchayats 
(in Bombay and Saurashtra); theatre tax in a few panchayats of 
Bombay and tolls in a few panchayats in Vindhya Pradesh. The 
general property tax is levied by most of the panchayats of all the 
the States, except in Uttar Pradesh, and Vindhya Pradesh where the 
major source of income is the tax on land revenue. The relative 
importance of the main taxes and their individual contribution to the 
tax revenue of the panchayats of some of the States is given in Statis¬ 
tical Appendix 3. On an average, the general property tax contri¬ 
buted 100 per cent, of the total tax revenue of the panchayats of 
Punjab and the union boards of West Bengal during the year for 
which data were available. In Mysore, Hyderabad and Bihar its ave¬ 
rage contribution has been 82-6 per cent., 77-5 per cent., and 72-2 
per cent, respectively of the average total tax revenue of a panchayat. 
In Bombay and Madras, it contributed over 50 per cent, of the total 
tax revenue. Taken together with the service taxes, the proportion 
of the general property tax in these two States would be even higher. 

Next in importance is the tax on trades and professions. This tax 
is levied in a large number of panchayats and has contributed from 
0-3 per cent, to 29-6 per cent, of the total tax revenue of the pan¬ 
chayats in those States where it is levied. Octroi is of primary 
importance in Saurashtra where it accounts for over 92 per cent, 
of the total tax revenue of the Panchayats while the tolls account 
for 5-1 per cent, and 12-8 per cent, of the total tax revenue of the 
panchayats in Assam and Vindhya Pradesh respectively. 

26. We shall later have occasion to consider in some detail the 

functions entrusted to village panchayats. Just 
Fuacttona of Pucka- as ^e tax powers which may be devolved 
ymt * on panchayats are, on paper, very com¬ 

prehensive, so are the functions enumerated in the Acts and 
rules of State Governments with reference to the eventual scope 
of the duties which panchayats may discharge. These range 
over a variety of functions which are judicial, police, civic, economic 
and so on. Thus, the smaller disputes may be disposed of by 
panchayats in some States; roads, primary schools, village dispen¬ 
saries, etc., are to be managed by them in some instances. Water 
supply both for drinking and for irrigation may be remitted to their 
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care in some cases and finally even ‘productive’ and economic activi¬ 
ties such as farming, marketing, storage of agricultural crops, etc., 
may be entrusted to their care under the regulations of certain States. 
In actual fact, however, the functions hitherto discharged by pan- 
chayats are much more limited than these impressive lists would 
indicate. Indeed, in most States the range of activities of village 
panchayats does not in practice extend beyond the construction of 
panchayat ghars or chawdis: construction, repair and maintenance 
of wells for drinking water; construction and maintenance of a few 
village roads and drains; provision of village lighting; organising 
voluntary manual labour; occasionally the construction of buildings 
for primary schools or village dispensaries; and a few minor duties of 
a casual nature such as the ‘registration of births and deaths’. In a 
large number of cases, a village panchayat performs barely two or 
three functions. 


(2) District Local Boards 


27. The territorial jurisdiction of a district board or local board is 

Jurisdiction Of District genera l ly . a revenue district. In Assam, how- 
Boards ever, it is confined to a revenue sub-division; 

while, in Madhya Pradesh, local boards have 
been replaced by ‘Janapada Sabhas’ (96 in number) which usually 
cover a Taluka each. Apart from these, there are no sub-district 
boards, taluka boards or tehsil boards now in any of the States. The 
district or local boards are 196 in all; there are no such bodies in Part 
C States and they exist only in Hyderabad, Mysore and Rajasthan 
so far as Part B States are concerned. As we shall see, the position of 
district boards in their present form is fast being rendered untenable 
by various factors; not the least among them is the process by which 
their functions are being taken over by State Governments from above 
and by village panchayats from below. 


28. Unlike the municipal bodies, district boards derive a subs- 
Suurcesof reTeaue tantial portion of their revenue from Govern¬ 

ment grants-in-aid (vide Statistical Appendix 
4). The contribution of grants to total revenue varies from 17-5 
per cent, in Mysore to 65-3 per cent, in Orissa. In Orissa and 
Uttar Pradesh, Government grants account for more than double 
the revenue that is raised by the district boards by way 
of taxes; and in Punjab and Bihar for more than 1} times. 
However, despite the financial assistance received from the State 
Governments, district boards remain much poorer than the m uni - 
cipalities. As may be seen from Statistical Appendix 5, the average 
per capita income of municipalities (other than corporations) is about 
eight times the corresponding figure for district boards, while the per 
capita incidence of municipal taxation is about twelve times that of 
district boards. 


29. The tax powers of district boards are extremely limited. The 
Powers of taxatioa income from different taxes and its proportion 
. 0 . ..... . to t*l tax revenue in various States is given 

in Statistical Appendix 6. The most important source of tax revenue 
is trie land cess. In terms of the proportion it bears to the aggregate 
tax revenue, the income from land cess varies from a little over 50 
per cent, m certain States (e.g., Assam) to more than 90 per cent. 
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in certain others (e.g., Bombay, Bihar, West Bengal, Orissa and 
Hyderabad). In Madras, the percentage is over 60 and in Punjab 
and Uttar Pradesh over 80. 

The item next in importance to land cess differs for different 
States. In Madras and Andhra, it is the duty on transfer of pro¬ 
perty (twenty per cent, of total tax revenue); in Punjab, the profes¬ 
sion tax (fifteen per cent.); and in Uttar Pradesh the tax on property 
and circumstances (thirteen per cent.). Tolls are of some impor¬ 
tance in West Bengal and Assam where, in terms of tax revenue, 
they contribute nine per cent, and 6-8 per cent., respectively. In 
Madras, where the local boards are compensated by the State 
Government for abolition of tolls, the relevant amount accounts for 
9-4 per cent, of the tax revenue. 


Both land cess and profession tax have, in practice, proved to be 
comparatively inelastic sources of income for local boards. The 
former is based on land revenue which itself has remained relative¬ 


ly static for various reasons; while the rates of profession tax (which 
are in any case limited to the maximum of Rs. 250 per assessee 
imposed by the Constitution) have obviously to be rather low in 
view of the level of income of the rural classes with which local 
boards are largely concerned. A significant development is the 
decision of some States, e.g., Bombay, to assign a share of the land 
revenue to the district boards. Except in Bombay, however, the 
assignment has hitherto remained unsubstantial. 


Thus, grants-in-aid still occupy much the larger place in the 
finances of district local boards. 


30. The Governments of Assam, Bombay and West Bengal have 
relieved the district local boards of their res- 
° rc.fh.'w ponsibility for primary education by transfer- 
Boards*C Distr3ct ring it to ad hoc boards constituted for the 
purpose, known as district school boards or 
school boards. In Assam, the State Government have indicated 


that secondary education also would be taken away from 
the local boards. In the sphere of medical and public health 
services, the tendency has been equally pronounced and pro- 
vincialisation of the medical services has been going on in almost 
all the States. In West Bengal, the Government have provincialis¬ 
ed the health services under local bodies with effect from 1st Febru¬ 
ary 1947. The entire health organisation in this State is now under 
the Director of Health Services operating through a unified execu¬ 
tive staff. In Madras, the Government have been pursuing a policy 
of taking over five or six local medical institutions every year. In 
the Punjab, many hospitals have been transferred from the local 
bodies to the Government. Similar policies are being followed with 
regard to highways and roads in all the States. In Madras, local 
boards are no longer in charge of the main roads; the maintenance 
of these has been taken over by the Highways Department of the 
State Government from 1st April 1946. The increasing role of the 
Government departments in the services of the rural areas, as one of 
the implications of planning, has further affected the role and status 
of the district boards as useful units of rural local self-government. 
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31. The establishment of vilage panchayats on a large scale has 

affected, in most States, the position of district 
Effect of establishment boards. Financially, the establishment of village 

has resulted in the assignment of a 

share of the receipts of the district local boards 
from the cess and the land revenue (where a share has been assigned 
to them) to the village panchayats, thereby further curtailing the 
revenue resources of the district boards. Likewise, the panchayats 
also assume responsibility for performing certain functions which 
the district boards previously performed. As a matter of fact, the 
establishment of the village panchayats has brought to the fore the 
question of the future of the district boards. 

(3) Municipalities 

32. In respect of structure and organisation, there is a great 

__ . . measure of uniformity between the municipali- 

sationf Ure and ° rgam “ ties of different States; there are, at the same 

time, significant differences in the degree of 
control exercised by the State Governments, the powers of taxation 
delegated and the scope and variety of functions and the efficiency 
of tax collection and general municipal administration. 

The standard pattern is a council (or committee or board) 
elected by the municipal voters, and a president (or chairman) 
elected by the council. In Madhya Pradesh and Uttar Pradesh, 
however, the president is elected direct by the municipal electorate’. 
There is usually an executive officer; and in some States the appoint¬ 
ment of such an officer is obligatory on the municipality. In Madras, 
Andhra, Hyderabad and Travancore-Cochin, the executive officer is 
appointed by the Government, while, in most other States, the 
municipalities themselves can make the appointment, subject to 
rules framed under the statute or with the specific sanction of the 
Government. Where there is provision for an executive officer, his 
own powers, and the corresponding limitations, if any, on the 
executive authority of the President, are defined in the Acts or 
rules. Where the executive officer is appointed direct by Govern¬ 
ment, his powers are usually larger than is otherwise the case. 

A conspicuous feature of municipal administration in Madras. 
Andhra and Hyderabad is the existence of centralised State cadres 
for the more important municipal officers. The municipal commis¬ 
sioner, municipal engineer and health officer are not only appointed 
t Government but belong to cadres constituted by Government. 

KyuGr&b&ci, most of the stsff drawing over Rs. 100 per month 
is also appointed by the State Government and paid from a fund 
created for the purpose. A detailed picture of the constitution of 
municipalities in different States and the supervisory powers exer¬ 
cised by the Governments is given in Appendix B. 

33. For particulars concerning the income of the municipalities 
Sources of revenue from different sources, viz., taxation, grants-in 

■aid and non-tax revenue, reference is invited 
to Statistical Appendix 7, in which these are given for the munici¬ 
palities in different States. Taxation accounts for the larger part of 
municipal revenue in practically all the States. Only in Vindhya 
Pradesh does it contribute less than 50 per cent, of the total revenue 
The average for all municipalities is 63-2 per cent. 



346 


34. The enactments governing the municipalities specify the 
„ . taxes which can be levied by them. In addi- 

owers o taxation tion, some of these contain a provision which is 
no more than the statement of the position already implicit in the 
Constitution, viz., that any other tax which the State Government 
themselves may levy may, with the sanction of Government, 
be levied by the municipalities. In only a few States and for a 
few taxes are minima specified in the enactments; in other 
words, it is not common for State Governments to ensure by 


statute that all the municipalities in their charge do in fact have to 
levy particular taxes at certain minimum levels. The maxima too 
are only occasionally fixed by statute, and the more general prac¬ 
tice is to leave it to the municipalities to fix the rates from time to 
time in consultation with or under the directions of the State 


Governments. In certain States (notably Madras and Bombay), 
however, there is a marked endeavour on the part of the State 
Governments to induce or compel municipalities to step up the 
rates of levy of various taxes. The detailed position in respect of 
the important taxes levied by the municipalities in various States, 
and their powers in regard to the levy of taxes, alteration of rates, 
etc., is given in Appendix C. 

35. The main taxes levied by the municipalities are: — 

Taxes levied by 
municipalities 

(a) taxes on property; rates on buildings and lands including 
open land—general rate and service taxes—the duty on 
transfer of properties; 

(b) taxes on goods; octroi and terminal taxes; 

(c) personal taxes; taxes on professions, trades, callings and 
employments; taxes on circumstances and property; 
terminal tax on passengers including the pilgrim tax; 


(d) taxes on vehicles and animals and 


(e) theatre or show tax. 


In addition, in Madras, Andhra and Mysore, the share of receipts 
from entertainment tax forms a substantial source of income of the 
municipalities. Statistical Appendix 8 gives the total income of the 
municipalities from taxation and the income from various taxes. 
It reveals significant differences in the degree of exploitation of the 
various taxes. In particular, it shows the difference that exists in 
the importance of the octroi and terminal taxes vis-a-vis the pro¬ 
perty taxes in various States. Thus in Bombay, Madhya Pradesh, 
Punjab, Uttar Pradesh, Madhya Bharat, PEPSU and Saurashtra, the 
income from octroi and terminal taxes is greater than that from 
property taxes, while in Assam, Bihar, Madras (undivided), West 
Bengal and Travancore-Cochin, octroi and terminal taxes are not 
levied at all, and in Orissa, the revenue from this source is insignifi¬ 
cant. On the other hand, property taxes occupy the main place in 
the municipal revenues of Assam, Bihar, Madras, West Bengal, 
Hyderabad and Travancore-Cochin. In Punjab and Uttar Pradesh 
their contribution is significant, but more limited. Rajasthan and 
PEPSU are States where property tax is levied only by one or 
two municipalities. In Madhya Pradesh, Punjab, Uttar Pradesh 
and Madhya Bharat, even where property taxes are levied, the rata* 
are very low. Thus, in Punjab, fourteen municipalities levy the tax 



347 


at less than six per cent, of the annual value; and no municipality- 
levies it at a rate exceeding 12£ per cent. 


36. This brings out one fact very clearly. Even in Part A States* 
municipalities are still reluctant to incur odium. 
paUtics^o* evy™direct by stepping up or extending the direct taxes. 
t ax cs But, there is not the same reluctance to levy 

indirect taxes like octroi. 


In Part B States, especially those which have been formed by the 
merger of a number of former princely States, the position is more 
unsatisfactory in respect of the levy of direct taxes and even of in¬ 
direct taxes. Thus in PEPSU, the entire municipal revenue ia 
realised only from octroi. In Rajasthan, even octroi is levied only- 
in 85 municipalities out of 139; the State Government* confess that 
attempts to levy taxes by local bodies met with considerable resent¬ 
ment in most cases. 


In Saurashtra, a number of municipalities were in the nature of 
State departments and the question of independent sources of reve¬ 
nue did not arise in the past. The elected municipalities under the 
new dispensation found it difficult to impose taxes. The State- 
Government had, therefore, to take over the onus of initially levy¬ 
ing some of the more important taxes. This is illustrated by the 
levy of octroi duty under the ‘Saurashtra Terminal Tax and Octroi 
Duty Ordinance’ promulgated in 1949. 

37. The total income and total expenditure of the municipalities 
Financial position in various States (on data for the latest three 
years for which they are available) will be 
found indicated in Statistical Appendix 9. It will be seen from the 
Appendix that the growth of municipal revenue is inadequate in 
relation to the growth of expenditure on important civic services. 
It will also be noticed that in almost all the States the municipal 
budgets are precariously balanced; in some States, the expenditure 
is greater than the current revenue of the municipalities. 

The average income and average expenditure of the municipali¬ 
ties in various States for the latest year for which figures are avail¬ 
able is given in Statistical Appendix 10. This Appendix shows not 
merely certain glaring differences in the average income and 
expenditure of the municipalities in various States, but the low 
average income and expenditure of the municipalities, in all the 
States, in relation to the average population they have to serve. The 
income, even in Part A States, is less than Rs. 2 lakhs in three States, 
and less than three lakhs in three other States. It is only in two 
States—Madras and Uttar Pradesh—that the income is comparative¬ 
ly high. In no Part B State does the income exceed Rs. 2 lakhs. 
Figures for the per capita income from all sources and taxation and 
the per capita expenditure in municipalities in various States are 
given in Statistical Appendix 11. This brings out clearly both the 
large gap between municipal revenue and municipal expenditure in 
various States and the low rates of levy at which the tax revenue is 


* There is at present an apathy to the imposition of any form of new taxation even 

though civic amenities of an elementary kind may not be available. Octroi is the most 
important source of income, but there is a general resentment in the public againstthis form 
°f rr e ®P ecia ' 1 y because of the prevalence of the customs duty”. (Memorandum 
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secured. It is obvious that with such low levels of income and ex¬ 
penditure, even the rendering of obligatory services is inadequately 
performed by most municipalities. This observation will be seen 
to be borne out by Statistical Appendix 12 in which the pattern of 
municipal expenditure in various States is analysed. The figures of 
income and expenditure of certain selected municipalities are given 
in Statistical Appendix 13. Water supply and drainage, sanitation, 
public health, medical relief and roads are services which almost 
in every town require urgent expansion; at the same time, in the 
context of increased establishment charges, wages and cost of 
materials, the municipalities are hardly able to -maintain these 
services even at the pre-war levels. 


(4) Municipal Corporations 

38. The corporation, as a distinct type of municipal organisation, 
was till a few years ago confined to the three presidency towns of 
Bombay, Madras and Calcutta. There are now twelve municipal 
corporations, the recent additions being : Patna (Bihar), Ahmeda- 
bad and Poona (Bombay), Nagpur and Jabalpur (Madhya Pradesh), 
Hyderabad, and Secunderabad (Hyderabad), Bangalore (Mysore), 
and Trivandrum (Travancore-Cochin). In the number of people 
they serve, as in the resources they command, these bodies differ 
widely. Thus, the population varies from 28-36 lakhs of Bombay 
to 1-62 lakhs of Secunderabad and the income from Rs. 860-5 lakhs of 
Bombay to Rs. 9-9 lakhs of Trivandrum as shown below: — 


Table 1 .—Population and income of different Municipal Corporations 



Name of the Municipal Corporation 

Population within 
the Corporation’s 
Jurisdiction 
(in lakhs)' 

Income 

1951-52 (in lakhs 
of Rupees) 

I. 

Patna ..... 

2*50 

N. A. 

2 . 

Bombay ..... 

28-36 

860-5 

3. 

Ahmedabad . 

8-14 

no -6 

4- 

i-'oon ..... 

4 -8l 

H5-4 

5- 

Nagpur . . 

4-89 

108 -3 

6 . 

Jabalpur. 

2 'O4 

31-9 

7 • 

Madras. 

14-29 

230*0 

8 . 

Calcutta . . . 

25 -21 

542-5 

9- 

Hyderabad .... 

8 -03 

391 

10 . 

Secunderabad .... 

1 62 

14-9 

II. 

Bangalore ..... 

7-79 

68-4 

12 . 

Trivandrum .... 

1-87 

9’9 


39. Municipal corporations as a class have wider functions and 
larger powers than is usually the case with 
municipalities. Not only do they have ampler 
powers of taxation, but, in the matter of formu¬ 
lation of budgets and sanction of municipal 
works, they enjoy much greater freedom—sometimes complete 


Powers and functions 
of municipal corpora¬ 
tions 
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freedom—from the control of the State Government. In particular, 
however, what chiefly distinguishes the corporation from the 
municipality is the almost complete separation of the deliberative 
from the executive functions and the vesting of all executive autho¬ 
rity in a Municipal Commissioner who is relatively independent of 
the elected body. 

40. The pattern of municipal corporations in regard to structure 
Constitution of munici- and organisation is more or less the same in all 
pal corporations the States. A general House consisting almost 

wholly of elected councillors, one or more statu¬ 
tory (standing) committees elected by the general House, and an 
executive officer appointed by the State Government are the 
authorities which together constitute the corporation. Each has 
definite powers and duties. The general House is the policy-making 
body. In it vest all residuary powers not specifically allocated. It 
elects a Mayor, whose powers and functions are mainly confined to 
presiding over the meetings of the House. The standing committees 
have definite functions, duties and powers which they derive direct 
from the statute, i.e., not by delegation from the general House. These 
arrangements, together with the fact that executive power is vested in 
the Commissioner, tend to assist in the expeditious and efficient dis¬ 
posal of business. 

41. All the enactments governing the municipal corporations 
Executive authority provide that the entire executive authority 

shall vest in, an executive officer (designated 
the Municipal Commissioner in most of the Acts). In his case too, 
therefore, both authority and responsibility flow direct from the 
statute and are not derived from the elected council. The indepen¬ 
dence of the executive officer is also secured by a feature which is 
common to all States, viz., that his appointment is made by the 
State Government and that the person selected is usually a senior 
mu- Ce ^. faelonging to the hi S hest administrative cadre of Government. 
This has always been the position in Bombay and Madras. In 
Calcutta, however, at one time (under the Act of 1923), the Chief 
Executive Officer was appointed by the elected council. Subse¬ 
quent experience led to the reconstitution of the Calcutta Municipal 
Corporation broadly on the model of Bombay and Madras. Under 
the Calcutta Municipal Act, 1951, the Municipal Commissioner of 
the Calcutta Corporation is appointed by the State Government on 
the advice of the Public Service Commission. 


42. The main taxes that various municipal corporations can levy 
are given in Appendix D. In the Acts which 


Taxes levied by muni¬ 


cipal corporations vern the earliest corporations (Bombay, 

Madras and Calcutta), the powers of the 
corporation are limited to a specific number of taxes which are in¬ 
dividually mentioned. Thus, the Bombay Municipal Corporation 
can levy the property taxes including service taxes, the town duties,, 
the tax on vehicles and animals, a theatre tax, an education cess 
and a minor tax called dog tax, which is actually in the nature of 
a licence fee for keeping dogs. The Madras Corporation can levy 
the property taxes, the tax on trades, professions, callings and em¬ 
ployments, the tax on companies, a tax on timber brought into the 
city for sale, use or consumption, duty on transfer of property, tax 
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on animals and carriages and the tax on advertisements. The 
Calcutta Corporation can levy the property tax (consolidated rate), 
a tax on professions, trades and callings and the tax on animals and 
carriages. Both minimum and maximum rates for the property tax, 
and maximum rates alone for the other taxes are laid down in the 
Bombay Municipal Corporation Act and the Madras City Municipal 
Act; while for the Calcutta Corporation, only the maximum rates 
of property tax are specified. Subject to such minima or maxima as 
are laid down in the different enactments, these corporations are 
free to impose or modify the taxes as they choose, i.e., without 
having to obtain the sanction of the State Governments. In the 
recent enactments, however, the tendency has been to enlarge the 
scope of the statutory provision so as to make it possible for the 
Government to authorise the levy of fresh taxes by the 
Corporations as and when occasion arises. 

43. Statistical Appendix 14 gives the income of the diff erent 
Exploitation of sources municipal corporations, both in the aggregate 
of revenue and with reference to individual sources of 

revenue, for the latest year for which data are 
available. The figures reveal that, between individual municipal 
corporations as between individual municipalities, there are signifi¬ 
cant variations in the importance of octroi and terminal taxes vis-a- 
vis property taxes; at the same time, they show that property taxes 
are the largest source of revenue in eight out of the eleven munici¬ 
pal corporations for which the figures are available and that octroi 
is the largest single item in only three corporations. Thus, property 
taxes are the largest source of revenue for the Municipal Corpora¬ 
tions of Bombay, Ahmedabad, Calcutta, Madras, Bangalore, Hyder¬ 
abad, Secunderabad, and Trivandrum; while octroi is the main item 
for those of Poona, Nagpur and Jabalpur. In Jabalpur, where pro¬ 
perty tax has not been levied at all till recently, steps are being 
taken to introduce the tax. 


44. Statistical Appendix 15 gives an indication of the income and 

r ,. . , . . expenditure of different municipal corporations 

Financial position for the three latest years for which £ ata are 

available. The level of expenditure on municipal services is 
naturally higher in corporations than in municipalities; this to some 
extent follows from the larger tax resources at the command of 
municipal corporations. At the same time, the very rapid increase 
of the population that has occurred in these centres during the War 
and thereafter has brought in its wake special requirements of 
town planning, slum clearance, housing, water supply and drainage 
which in many instances it has not been possible for the municipal 
corporations to meet within the finances at their disposal. 



CHAPTER II 


APPROACH TO LOCAL FINANCE AND TAXATION : 

GENERAL RECOMMENDATIONS 

In so far as they relate to this part of our enquiry,our recommend¬ 
ations may be divided into those which are con- 
ro uc ory cerned with local taxation generally and those 

which pertain to individual local taxes. The latter are contained in 
Chapters III and IV. In this chapter, we propose to indicate very 
"briefly our approach to local taxation as a whole and, to the extent 
that it is unavoidable, to local finance of which taxation is only one 
component, and to the functions, structure and organisation of local 
bodies with which both finance and taxation are intimately con¬ 
nected. 


2. Our general observations and recommendations, or where the 
Rural and urban matter falls beyond our strict purview, our 

sectors: two fold broad assumptions as to future poEcy, may be 

problem of growth said to be related to what in essence is the two- 

and consolidation fold aspect of the problem of local self-govern¬ 

ment: the aspect of growth and development on the one hand and 
of consolidation and reorganisation on the other. The latter is 
mainly a matter of finance and structure, that is to say, of better 
finance and a more efficient structure; and it is a problem equally 
present for the urban and rural sectors of local self-government. 
The former is in many ways more fundamental; it is especially con¬ 
nected with the rural areas and the panchayats, for implicit in it 
is the whole question of building up local self-government from its 
base which is the village; it raises important issues, to some of which 
we ourselves can make no more than the briefest reference. These 
are : the nature of the village leadership that is available and the 
socio-economic changes which may be necessary for that leader¬ 
ship to be of a type which will operate for the general benefit of 
the village; if, by and large, that leadership today is inadequate in 
quality or is unrepresentative of the real interests of the village, 
the danger meanwhile that its association with the panchayat will 
merely serve to provide another context for the domination of the 
weak by the politically and economically powerful; whether, there¬ 
fore, the priormost need of policy today, for the development of 
local self-government as for many other lines of progress that must 
start from the village, is not the bringing about of conditions that 
are less remote than at present from the constitutional goal of 
equality of wealth and status; whether considerations of this kind, 
if they are valid, should at least not dictate that the functions 
allotted to the panchayats are such that they do not enlarge the 
sphere of economic domination by a few over the many; whether, 
even in those instances in which the leadership is all that may be 
desired, the emphasis should from the beginning be so much on the 
conferment and exercise of tax powers—rather than, for example, 
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on voluntary contributions and grants-in-aid—as to invest the pan- 
chayat with an initial handicap; and, finally, whether mere multi¬ 
plication of panchayats, without the preliminary creation of the con¬ 
ditions necessary for their success, including the preliminary pro¬ 
vision of adequate finance and adequate trained staff, is the proper 
way of implementing the Constitutional directive concerning the 
eventual establishment of a country-wide system of village pan¬ 
chayats. 

3. An equally important question, which we can only refer to 
here, arises in the context of Planning, National 
p anmng and Local Extension and developmental activity generally, 
se -government l n the anxiety of Governments to proceed with 
the execution of rural projects of development, small as well as big, 
with efficiency and speed, to what extent may the claims of local 
self-government in rural and semi-urban areas be disregarded in 
order that the pace of execution of development schemes can be 
accelerated? This is a conflict which may conceivably arise, but 
every effort should be made to prevent it. The association of local 
interest and opinion is an essential factor in the promotion of deve¬ 
lopment schemes in rural areas; and the problem which arises is 
how to associate the local organ of self-government with it, while 
at the same time not unduly sacrificing the pace at which progress 
should take place. We note that many experiments, notably in the 
context of National Extension, are in effect designed to seek the right 
answer to this question; and the right answer, of course, is bound 
to differ for different parts of the country. Here again, the mere 
multiplication of village panchayats in areas not previously pre¬ 
pared for their proper and successful working would not be a solu¬ 
tion; nor, it must be added, would it be a solution to ignore the 
rightful place which, without undue delay, local bodies must come 
to occupy in the total picture of governmental activity. Underlying 
our general recommendations is the assumption that a fundamental 
aim of policy, including development policy, will be the—increasing 
association of local bodies, both urban and rural, with the execution 
of the National Plan. 


4. It is at the same time important that such association, while 

„ , not unduly retarded on the one hand, should, on 

Development of Al __^ *_±i_ 


con on necessary p} an a nd sound from the point of view of 
° r e ? Ca Se " govern "the growth and consolidation of local self-govern- 
n3tn ' ment itself. That is why we would observe that, 

on the assumption that local self-government will be given its right¬ 
ful place in future development, the task which has to be faced 
is two-fold : (1) in the whole of the rural sector, the problem of 

developing the conditions necessary for proper self-government and 
(2) in the urban sector as well as the rural, the question of provid¬ 
ing adequate finance for the functions delegated from time to time. 
The total inadequacy of municipal finance for the work that remains 
to be undertaken in many cities and towns in respect of important 
items such as water supply, drainage and slum-clearance has been 
brought pointedly to our notice by many State Governments. As 
regards some of the aspects of local self-government and finance in 
the rural sector, we shall, in the next few paragraphs, attempt an 
analysis of how these stand in relation to the functions delegated 


the other, be effective from the point of view of 
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and policies pursued in different States. Meanwhile, as illustrating 
the point we have made concerning the larger context of the rural 
problem of local self-government, we would cite the following obser¬ 
vations of the Government of Mysore which, we have reason to 
believe, are of application not only to that State but to rural condi¬ 
tions generally as they obtain in more than one part of the country: 

“Contrary to expectations, it is a matter of genuine regret that 
the village panchayats have not shown signs of healthy 
development in spite of all the interest taken by Govern¬ 
ment. The reasons for this unfortunate trend require 
careful analysis. It is possibly due to lack of sufficient 
interest taken by the villagers and also to some orga¬ 
nisational defects. In recent years there has been 
a remarkable tendency in the people all the State 
over of a steady migration of the more hardworking and 
intelligent persons and labourers from the rural area to 
the urban. The cost of living has increased. The neces¬ 
sities of civilised existence have increased and the scope 
which the village offers for a steady and gainful employ¬ 
ment and a satisfactory living under the present condi¬ 
tions is inadequate. There has been a considerable 
development of trade and industry in the urban areas. 
The urban area not only offers gainful employment but 
attracts persons by the various amenities it offers. These 
factors have caused a steady and unceasing flow from the 
rural areas to the urban areas, and is the most phenomenal 
development in the last decade which may have very far 
reaching effects on the entire social and economic pattern 
of the country. 

The tendency was mostly to have a panchayat for each village. 
The spirit of co-operation among villagers and among 
villages and the will to join together for common good is 
found to be almost completely lacking. In these circums¬ 
tances such development as has taken place has been 
possible only through spoon feeding and mostly by gov¬ 
ernmental effort. Naturally this is not a healthy deve¬ 
lopment., 

Education has to be undertaken through propaganda and more 
and more viable group panchayats have to be formed 
gradually. 

The first essential, however, is that a radical change should 
take place over the entire country and it ought to be made 
possible for intelligent persons of the village to find their 
work and pleasure in the village itself. For this rural 
development work undertaken by the Government the 
cost on the Five-Year Plan by way of national extension 
service and community projects, etc., must progress at a 
quick pace and make the life in the rural parts more 
attractive than it is at present. The economic prospect 
of the village should also be made more stable by the 
development of cottage industries and a better type of 
318 MofF—23 
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agriculture and the provision of proper marketing faci¬ 
lities for the rural products. The panchayat may then 
be expected to be an affluent viable unit of local body 
which can afford to manage its affairs better than it is 
doing at present with little guidance from governmental 
officers. Without such a healthy development, the pro¬ 
spect of the village panchayats is indeed dim.” 

5. We may now proceed to an examination of some of the pro¬ 
blems which are peculiar to the two types of 
Ftm«ions anchayatS_ bocal body with which the rural sector is, in 
particular, concerned, viz., the village panchayat 
and the district local board. A concrete and important question of 
policy that presents itself to State Governments in promoting the 
establishment of village panchayats and investing them with func¬ 
tions, and with powers suited to these functions, is whether, save 
in the most exceptional instances, the range of activity of the pan¬ 
chayat can be usefully extended to all, or even many, of the follow¬ 
ing functions enumerated as appropriate by the Planning Com¬ 
mission:— 

(1) framing programmes of production for the village; 

(2) framing budgets of requirements for supplies and finance 
needed for carrying out the programmes; 

(3) acting as the channel through which, increasingly, Gov¬ 
ernment’s assistance other than assistance which is given 
through agencies like co-operatives reaches the village; 

(4) securing minimum standards of cultivation to be observ¬ 
ed in the village with a view to increasing production; 

(5) bringing waste lands under cultivation; 

(6) arranging for the cultivation of land not cultivated or 
managed by the owners; 

(7) organising voluntary labour for community works; 

{8) making arrangement for co-operative management of land 
and other resources in the village according to the terms 
of the prevailing land management legislation; and 

(9) assisting in the implementation of land reform measures 
in the village. 

In the same connection, the Plan also contemplates Village Deve¬ 
lopment Councils to be formed in organic connection with the pan¬ 
chayat wherever one exists. The Congress Village Panchayat Com¬ 
mittee, we note, is against the multiplication of different kinds of 
bodies at the village level and considers that the village panchayat 
itself should be the core of economic planning, and that development 
plans should be woven around it. The Panchayat Committee of 
Local Self-Government Ministers would seem to be divided in its 
views regarding the appropriateness of so wide a range of economic 
and other functions being entrusted to the panchayat; and there are 
many authorities who doubt whether in the present conditions, the 
panchayat is the type of institution best suited for the development 
and promotion of the productive, distributive and other essentially 
socio-economic activities of the rural area, as distinguished from 
specific projects of development, such as roads and minor irrigation 
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tanks. In our view, a cautious policy in this matter would be pre¬ 
ferable to undue optimism about the variety of functions which 
village panchayats can discharge. 

The Panchayat Acts of most States include long lists of obligatory 
and optional functions. Thus, section 18 of the Saurashtra Gram 
Panchayat Ordinance No. 57 of 1949 enumerates over 180 duties for 
the panchayats. The corresponding enactments of Mysore and Hima¬ 
chal Pradesh enumerate at least twenty obligatory and fifteen op¬ 
tional duties of the panchayats. The Uttar Pradesh Act mentions 
over twenty obligatory duties and 25 optional duties. In all the 
States the functions of panchayats cover a wide sphere ranging from 
the normal municipal functions (such as the duty to make provision 
for water supply; maintenance of tanks, wells, bunds, etc., sanita¬ 
tion and conservancy; street lighting; construction and maintenance 
of village roads and communications; maternity and child welfare; 
registration of births and deaths; establishment and maintenance of 
primary schools; fire service; village watch and ward) to ‘State’ 
functions (such as the relief of the poor and the destitutes; promo¬ 
tion of agriculture, industry and commerce; and, finally, an omnibus 
provision which refers to the ‘promotion of the material and moral 
welfare of the people’). We consider that such specific functions in 
the sphere of economic development and production, as are more 
appropriately discharged by, e.g., co-operative societies, should, as 
a rule, be excluded from the functions listed as devolving on village 
panchayats. We also consider it very necessary that instead of the 
multifarious functions which now figure in the enactments, a few 
well chosen and clearly defined duties should be assigned to the 
panchayats and that these should be co-ordinated with similar func¬ 
tions assigned to district local boards or other rural boards. In 
respect of items such as village schools, village communications, 
village sanitation and water supply, minor irrigation works, etc., 
we believe there is very considerable scope for associating pancha¬ 
yats more effectively with the local plans of development, and that 
the actual widening of activity in these specific directions has much 
to commend it in preference to an impressive expansion of func¬ 
tions which often merely remain on paper. 

6. TJiere are many reasons why the position of District Local 
District Local Boards in the structure of local self-government 

Boards is increasingly becoming unstable and, in the opi¬ 

nion of some, even untenable. The view that one board for as large 
an area as the normal district might prove unsuitable a unit of local 
self-government is not of recent origin. In a resolution of 1882, the 
Government of India observed that it was very important that the 
area of jurisdiction allotted to each board should in no case be too 
large. The Decentralisation Commission of 1909 preferred the uni¬ 
versal establishment of ‘sub-district boards’ for small areas with 
independent powers and resources to act as the principal agencies 
in the rural areas, though they did not propose an outright abolition 
of the district local boards. Later, several State Governments em¬ 
phasised before the Simon Commission the desirability of having 
smaller units than the existing district boards. Such smaller units, 
in the shape of taluka boards, had indeed been established in many 
provinces, but that was in addition to the district boards, not in re¬ 
placement of them. What happened later, largely as the result of 
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grave lack of finance during the thirties, was the general abolition 
of the taluka boards themselves. The needs of planning have served 
to focus attention again on the size and efficiency of the district 
local board. Some of its more important functions have, in many 
States, tended to be transferred from it, e.g., primary education to 
school boards more or less nominated by the State Government, and 
roads and some of the major items of public health direct to Govern¬ 
ment itself. But perhaps the most important of the relevant fac¬ 
tors is the one connected with the extension of village panchayats. 
Functionally as well as financially, each panehayat in its area over¬ 
laps the jurisdiction of the district board to a substantial degree. 
The overlapping has sometimes extended to tax powers. In certain 
States, there are taxes and fees which both the panchayats and the 
district boards are permitted to levy. In Hyderabad, there are five 
such taxes, viz., (1) profession tax, (2) market toll, (3) general water 
tax, (4) theatre tax, and (5) pilgrim tax. In Uttar Pradesh and 
Delhi there is overlapping in respect of profession tax or fees on 
professions. In Bihar, a number of taxes and fees are common to 
the two types of bodies, but it is provided at the same time that 
panchayats cannot levy such taxes or fees as have already been 
levied by local boards. In Madras and Andhra, when a new pan- 
chayat is formed, part of the previous income of the district board 
from land cess in the village and the whole of its previous income 
from the duty on transfer of immovable property in the village go 
to the panehayat. Ways of co-ordination between these competing 
jurisdictions are of course being evolved. Thus, in Bihar and Uttar 
Pradesh, the panehayat bye-laws are framed by or require the ap¬ 
proval of the district boards concerned; and sometimes the pan¬ 
chayats are under the control, nominal or effective, of the district 
boards as in Bihar and Bombay. But this in turn has raised the 
question whether district boards, as at present constituted, are ap¬ 
propriately placed for controlling the village panchayats; and clashes 
of interest have often arisen between the village as represented 
by the panehayat and the district as represented by the local board. 
The situation thus created for local boards by the extension of pan¬ 
chayats is, therefore, not so much an older problem intensified as 
a new problem superadded. The question is no longer merely one 
of the size of the district board but more fundamental, viz., the 
problem of evolving a proper co-ordination of the functions and 
finances of the village panchayats and the other rural bodies, be 
they the district boards or some other organisation which may re¬ 
place them. It is clear that district local boards can no longer con¬ 
tinue in their existing form. Whether they should be modified, 
e.g., converted into bodies elected by the panchayats themselves 
when the latter are sufficiently widespread, or whether they should 
be abolished and replaced by smaller bodies, and, in that case, whaf 
the size and constitution of the smaller bodies should be are matters 
to be decided by the State Governments in the light of the differing 
circumstances of different States. The experience hitherto gainec 
by the States appears to warrant the conclusion that no single course 
of reorganisation can be made applicable to all. For example, the 
first State to experiment with the replacement of the bigger terri 
torial body by a smaller one, viz., Madhya Pradesh (where 96 jans 
pada sabhas were substituted for the 23 district boards in the yea 
1948) has found that the smaller bodies have not by any mean 
worked satisfactorily; this led to the State Government appointin 
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a committee to enquire into their affairs within two years of their 
establishment. A different type of experiment, where the village 
panchayat has a share in the election of members to the ‘district 
board’, and, through it, to another board at the State level, is being 
conducted in the context of the kendra panchayats and mandal 
panehayats of Madhya Bharat and the district mandals and madh- 
yastha mandals of Saurashtra. But these two States, it may be 
mentioned, never had district boards of the older type. Not even 
at an experimental stage is the proposal of the Orissa Government 
to create, in the form of an ‘Anchal Sasan’ a smaller local board 
for each group of hundred panchayats or so, on the principle of in¬ 
direct election by such bodies. Whatever shape, in different States, 
the successor of the district board may take, it is clear that prior 
consideration will have to be given to the question of co-ordinating 
its functions, finances and tax powers with those of the village pan¬ 
chayat itself, treating the latter as the more basic type of organisa¬ 
tion whose growth and efficiency it will be a function of the inter¬ 
mediate body to safeguard. Moreover, this intermediate structure, 
even if it hereafter normally covers less than the area of a district, 
should not be too small for the efficient and economical operation 
of the local services with which it is entrusted. Finally, it has to 
be emphasised that one of the important factors responsible for the 
unsatisfactory working of the district local boards and the inutility 
and abolition of the taluk boards has been the unwillingness, or the 
inability of State Governments to provide adequate finance for these 
organisations. It will be necessary for the State Governments to 
ensure that the existing district boards, or the new administrative 
units which may replace them, are not only given adequate tax 
powers, but, where necessary, are adequately financed from the re¬ 
sources of the State. 

7. That brings us to the point that, apart from growth and deve- 

Financing of local lopment, the crux of the problem of local bodies 
bodies—Different is finance. The sources of local finance may be 

methods and pre- thus classified:— 

ferences 

(1) revenue from taxation by the local bodies— 

(a) taxes levied and collected by the local bodies them¬ 
selves or by other bodies as their agents; 

(b) taxes levied by the local bodies and collected by the 
State Government; 

(2) assignment of shares of taxes levied and collected by the 
State Governments; 

(3) gra'nts-in-aid from the State Government; and 

(4) revenues from non-tax sources under the control of the 
local bodies, 

8. While local finance thus extends far beyond local taxation, 

it is clear that a sound system of local finance 
Taxation as foundation should as a rule rest on a sound foundation of 
local taxation. In other words, the receipts 
from the taxation levied by the local body, or for which the local 
body in some way takes the responsibility in the fixation of rates, 
collection, etc., should provide the basic revenue, and the additional 
finances needed should be supplied by other methods. 
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9. The foregoing observation is subject to an important qualifi¬ 
cation in respect of village panchayats during 
Qualification in respect the period of their initial growth. It has to be 
of village panchayats recognised that the policy which compels each 
village panchayat, immediately on its formation, 
to assume as its principal role that of a taxing authority is as a rule 
likely, in the context of the conditions which prevail in the rural 
areas to prevent the establishment and development of village 
panchayats on a scale and on the lines contemplated under the Con¬ 
stitutional directive. Since a proper atmosphere has to be created 
for the development of village panchayats, it is necessary not to 
force them to resort to the levying of taxes at the very beginning. 
We recommend, therefore, that for the first few years, a substantial 
part of the finance required should be placed at the disposal of each 
new village panchayat by the State' Governments. 


10. One of the most pressing demands made has been that the 

n u local bodies should have a definite and assured 

S fei i f source of the tax revenue and that this should 
» °, be secured by the inclusion in the Constitution 

bodies OCB a se P ara te list of taxes which could be levied 

l " exclusively by and for the local bodies. The 

Local Finance Enquiry Committee recommended that definite sources 
of tax revenue should be assigned, but suggested that this object 
should be secured by the acceptance of a ‘convention’. Several local 
bodies and non-official representatives on their behalf have given ex¬ 
pression to the feeling that, because of the absence of a provision in 
the Constitution whereby specific taxes, or the proceeds from speci¬ 
fic taxes, are earmarked for local bodies, State Governments have 
been encroaching on the sphere of local finance and that this ten¬ 
dency might so develop that ultimately the very existence and basis 
of local self-government would be in jeopardy. The fear is under¬ 
standable, though the tendency to encroach has not, in point of fact, 
been as widespread and as detrimental as has often been assumed. 

11. Under the Scheduled Taxes Rules, framed under the Govern- 

Taxes reserved for ment of India Act, 1919, the following were the 
n fin« w t< «n by or for taxes which were to be utilised by or for 
local bodies local authorities:— 


( 1 ) 

( 2 ) 

( 3 ) 

( 4 ) 

( 5 ) 

( 6 ) 

( 7 ) 

( 8 ) 


( 9 ) 

( 10 ) 


a toll; 

a tax on land or land values; 
a tax on buildings; 
a tax on vehicles or boats; 
a tax on animals; 

a tax on menials and domestic servants; 
an octroi; 

a terminal tax on goods imported into or exported from 
a local area, save where such tax is first imposed in a local 
area in which an octroi was not levied on or before the 
6th July 1917; 

a tax on trades, professions and callings; 
a tax on private markets; 
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(11) a tax imposed in return for services rendered, such as:- 

(a) a water rate; 

(b) a lighting rate; 

(c) a scavenging, sanitary or sewage rate; 

(d) a drainage tax; and 

(e) fees for the use of markets and other public con¬ 
veniences. 

Examining these taxes, it is fo*und that only in one State and in 
respect of one tax alone has there definitely been an encroachment 
to the direct detriment of the local bodies, viz., profession tax in 
Assam. The State Government levy the tax and the local 
bodies have not been permitted to levy it. In Madhya Pradesh, too, 
the State Government do levy a profession tax but at a relatively 
low rate, at the same time they permit the local bodies also to im¬ 
pose a levy in the form of a tax on property and circumstances. 
The other tax which has been cited before as having been ‘encroach¬ 
ed upon’ is the urban immovable property tax in Punjab and Bom¬ 
bay. But here again it’ may be pointed out that, by and large, 
the levy of the State tax has not been so operated as to stand in the 
way of the local bodies themselves raising or increasing the corres¬ 
ponding general property tax. It may be added that the Govern¬ 
ment of PEPSU propose to levy a State property tax in all towns 
with a population of over 25,000; in such towns, however, only two 
municipalities actually levy a property tax. While noting the fact 
that instances of this kind have not hitherto had the effect of subs¬ 
tantially detracting from the scope of local taxation, that is to say 
of the ability of local bodies to levy or increase the corresponding 
taxes themselves, we must concede that the tendency itself is one 
which, if unchecked, is likely to retard the growth of a proper sys¬ 
tem of local taxation. The feeling that, because all the relevant 
taxes are in the State List, no ‘local’ tax is safe from a parallel levy 
by the State Government, for the benefit of State as distinguished 
from local revenues, is one which is undoubtedly strong today; it 
is a feeling which needs to be effectively allayed if the proper atmo¬ 
sphere is to be created for the efficient functioning of local self- 
government and if the proper leadership is to be attracted to the 
institutions of local self-government. We, therefore, agree that it 
is both desirable and necessary that certain taxes should in effect 
be reserved for being utilised solely by or for local bodies. 

12. In the written memoranda and oral evidence of local bodies, 
and Institutions and Federations of Local Bodies, it has been repre¬ 
sented that a ‘convention’ to this end would not be binding on the 
State Governments, and that, therefore, the reservation we have, men¬ 
tioned should be secured by the inclusion of a separate list of ‘local 
taxes in the Constitution itself. While we do not consider that a 
Constitutional amendment is called for, we very strongly recommend 
to the State Governments that the taxes which we indicate below 
should be allowed to be developed only by the local bodies or for 
them, and that, where the State Governments are at present exploit¬ 
ing any of these taxes for appropriation to State revenues, they snould 
gradually withdraw from the field, and meanwhile allot the proceeds 
from the taxes to the local bodies concerned. The State Govern¬ 
ments must inevitably play ap all important role in the development 
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of local self-governing bodies. We are convinced that the recom¬ 
mendation we have made will secure, where it is now absent, an 
essential prerequisite of that development, and express the hope that 
the recommendation itself will suffice, in the sense of commending 
itself to State Governments, and that, consequently, no amendment 
of the Constitution will even eventually be needed. 


13. The question then is what taxes should be reserved for utilisa- 
t . , tion by or for local bodies. The Local Finance 

axes o e ese ve E n q U j r y Committee has recommended one tax 
from the Union List and twelve taxes from the State List for such 
reservation. They are: — 


Union List- 


(1) Item No. 89. 

Terminal taxes on goods or passengers carried by railway, 
sea or air, 

State List— 

(2) Item No. 49. 

Taxes on lands and buildings, 

(3) Item No. 50. 

Taxes on mineral rights subject to any limitations imposed 
by Parliament by law relating to mineral development. 

(4) Item No. 52. 

Taxes on the entry of goods into a local area for consump¬ 
tion, use or sale therein. 

(5) Item No. 53. 

Taxes on the consumption or sale of electricity. 

(6) Item No. 55. 

Taxes on advertisements other than advertisements pub¬ 
lished in the newspapers. 

(7) Item No. 56. 

Taxes on goods and passengers carried by road or on inland 
waterways. 

(8) Item No. 57. 

Taxes on vehicles (other than those mechanically pro¬ 
pelled). 

(9) Item No. 58. 

Taxes on animals and boats. 

(10) Item No. 59. 

Tolls. 

(11) Item No. 60. 

Taxes on professions, trades, callings and employments. 

(12) Item No. 61. 

Capitation taxes. 

(13) Item No. 62. 

Taxes on entertainments including amusements. 
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Considering the taxes in the State List first as regards their suit¬ 
ability for devolution to local bodies it would be found that serial 
Nos. (2), (4), (8), (9) and (11)— i.e., taxes on lands and buildings; 
taxes on the entry of goods into a local area for consumption, use or 
sale therein; taxes on vehicles (other than those mechanically propel¬ 
led) ; taxes on animals and boats; and taxes on professions, trades, 
callings and employments—are already within the powers of the local 
bodies in all the States (except profession tax in Assam and the 
‘employments’ sphere of the profession tax in West Bengal). No. (3), 
i.e., taxes on mineral rights, has only a very limited scope and might 
benefit only a few local bodies in one or two States. As a measure 
of providing additional sources of revenue to the vast majority of 
local bodies, therefore, it is not of much consequence. On the other 
hand, taxation of mineral rights by local bodies raises problems both 
of policy co-ordination and confinement of incidence. The State is 
the more appropriate authority for the levy of this tax. No. (6). 
i.e., taxes on advertisements other than advertisements which appear 
in the newspapers, is a suitable tax and the State Governments also 
are agreeable to its being transferred to the local bodies. As a matter 
of fact, some of the municipal corporations and municipalities are 
already levying this, either in the form of a tax or a licence fee. If 
is, however, likely to be of revenue significance only for bigger 
municipalities and the municipal corporations- Nevertheless 
we recommend that it should be reserved to the local bodies' 
No. (7), i.e., tax on goods and passengers carried by road or inland 
waterways, is a tax which is capable of being developed either as a 
terminal tax or as a surcharge. In Punjab, Madras and Bihar it is 
being developed as a surcharge on goods freights and passenger fares, 
whereas in Uttar Pradesh a terminal toll is levied in virtue of this 
power. The question whether it should be transferred to the local 
bodies or should be retained by the State Governments depends upon 
whether it is to be levied as a surcharge or as a terminal tax. As a 
surcharge, it would be more appropriate for the State Governments 
to levy the tax as otherwise the local bodies, in many cases, would 
have to be permitted to operate beyond their territorial jurisdiction. 
As a terminal tax, it is suitable for being levied by the municipalities 
and municipal corporations, but whether this should be utilised by 
any particular local body depends upon its power to levy terminal 
taxes on goods carried by railway, etc., because as a terminal tax, it 
is essentially, complementary to the tax that is included in the Union 
List. The tax has, therefore, to be considered along with item No. 1. 
i.e., terminal tax on goods or passengers carried by railway, sea or 
air. The place of terminal taxes in the tax structure of local bodies 
is a subject which is elsewhere considered by us in detail. We there¬ 
fore recommend that the entry regarding terminal taxes on goods or 
passengers carried by railway, sea or air should be retained in the 
union uist and that the Union Government should levy it for the 
benefit of municipal authorities in suitable cases. Where, in pursu¬ 
ance of this, the Union Government levies the terminal tax on goods or 
passengers carried by railway, etc., it would be necessary to levy a 
corresponding tax on goods or passengers carried by road To that 
extent we recommend that this tax should be transferred or permit¬ 
ted to be utilised by the local bodies. As for item No. 10 i.e., tolls 
we w ° u l^ observe that the tolls as a form of general taxation are out- 
moded. We elsewhere recommend that they should be allowed to 
be levied m only one specific context, viz., of new bridges on which 
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more than a particular level of expenditure has been incurred. It 
would therefore not be appropriate to reserve this tax exclusively 
for local bodies. The right to levy the tolls would, therefore, go with 
the incurring of the expenditure in respect of the bridges, etc. In 
these circumstances, as at present, tolls can be included as a condi¬ 
tionally permitted tax available to the local bodies, but the tax source 
cannot exclusively be reserved. 

There remain three taxes, viz.. No. (6) taxes on the consumption or 
sale of electricity; No. (12) capitation taxes; and No. (13) taxes on 
entertainments. The first of these is clearly unsuitable for levy by 
local bodies, and the second does not in our view need to be reserved 
for them. The taxes on entertainments are treated in certain States 
as a source of revenue on which local bodies have a claim. Thus, in 
a few States, the local bodies actually levy this tax. In Madras, 
Andhra and Mysore the net proceeds are distributed to the local 
bodies, but there has been a demand for the transfer of the power to 
levy the tax itself, as the percentage retained as cost of collection— 
ten per cent, in Madras and Andhra and 12| per cent, in Mysore—is 
felt to be large. We consider that it is desirable that State Govern¬ 
ments should continue to levy this tax, since, if transferred, the pro¬ 
ceeds from it will benefit only municipal corporations and municipa¬ 
lities serving the more prosperous towns and cities and not the 
smaller and needier local bodies. 

14. Regarding the alternative method often suggested viz., the 

. . , assignment of the whole or a substantial share 

SSfSKS* s°to local th , e proceeds of the taxes considered above to 

bodies the local bodies, we prefer, with certain excep¬ 

tions, that additional revenues should be made 
available to local bodies by way of grants-in-aid rather than by way 
of assignment of a share in the receipts of the taxes levied by the 
Government, firstly, because revenue without responsibility would 
be demoralising and, secondly, because grants-in-aid can be deter¬ 
mined on the basis of needs and be coupled with the maintenance 
of desirable standards. 

15. The taxes to be reserved for exclusive utilisation should be 

„ such as may, in fact, be devolved on local bodies, 
gardlng the taxes to the result we recommend that the following 
be reserved taxes should be reserved for local bodies in the 

sense we have already explained:— 

(1) Taxes on lands and buildings; 

(2) Taxes on the entry of goods into the area of a local autho¬ 
rity for consumption, use or sale therein, popularly known 
as octroi; 

(3) Taxes on vehicles other than those mechanically propelled; 

(4) Taxes on animals and boats; 

(5) Taxes on professions, trades, callings and employments; 
and 

(6) Taxes on advertisements other than advertisements publish¬ 
ed in the newspapers. 

In addition to these, we consider two other taxes, viz., the theatre 
or show tax, and the duty on transfer of property (levied along with 
the stamp duty collected by the Government) as suitable taxes for 
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utilisation by local bodies and recommend that the State Govern¬ 
ments should permit local bodits to levy these two taxes. The duty 
on transfer of property would be collected through Government 
agency and should appreciably augment the revenues of local bodies. 

We also recommend that two other taxes viz., taxes on goods and 
passengers carried by road or inland waterways and tolls should be 
permitted to be levied by local bodies; the first, as a complementary 
levy by those local bodies where the terminal taxes on goods or pas¬ 
sengers carried by railway, sea, or air are levied by the Union Gov¬ 
ernment for the benefit of the local body and the second, where the 
local body incurs expenditure for the bridge in respect of which the 
toll is to be levied. 

We need hardly add that these recommendations should not be 
construed as precluding the transfer of other taxes to any local body, 
wherever appropriate, if .the State Governments consider such a 
course desirable. 


16. While we have recommended the taxes to be assigned to the 
, , local bodies generally, we must emphasise that 

. evo u am «* axt* j n v j ew 0 f the differences between the various 
categories of local bodies as well as the differences in the degree 
of development of the same category of local body in various States, 
the taxes to be devolved on any local body, and the degree of devolu¬ 
tion, should, in any State, be determined by the State Governments 
in the light of the considerations mentioned below as well as other 
factors relevant to this particular State. 

Two important criteria for determining the taxes to be transfer¬ 
red to any category of local body should be firstly, the suitability of 
the tax, and, secondly, the capacity of the local body to levy and 
administer the tax adequately and equitably. In order that a pro¬ 
per system, appropriate to the context of the State, may be evolved 
in each State, we commend the following considerations to the 
notice of the State Governments:— 


(1) It is as essential to ensure the devolution of suitable taxes 
to local bodies as to avoid the transference of unsuitable taxes. An 
examination of the present situation reveals that while in a few 
cases, suitable taxes have not been devolved, e.g., the right to tax 
‘employments’ (as part of the tax on professions, trades, callings 
and employments) in West Bengal, in a number of cases unsuitable 
taxes are devolved— e.g., the right to levy sales tax to village pan- 
chayats in Bombay. Both the classes of defects should in our view 
be rectified. 


(2) The devolution should be sufficiently prompt, flexible and 
diversified. Where a general sanction would be sufficient, the obtain¬ 
ing of sanction in each individual case should not be insisted upon. 
In many States, the minimum or the maximum rates are not specified 
by State Governments and specific sanction is required for the 
levy of any tax or a change in the rate of any tax by the local 
bodies. It is desirable that, the minima in a few appropriate cases 
{e.g., property tax and land cess) and the maxima in almost all 
cases, should be prescribed by State Governments and the local 
bodies then left to modify the rates as and when suitable. This is 
particularly, necessary in the case of municipalities and municipal 
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corporations. The provision in certain municipal Acts that, if a 
municipality is indebted to the Government, it cannot, without the 
sanction of the Government, reduce the rates of the taxes already 
levied is one which may be more generally adopted. 

(3) There are different degrees of tax powers, e.g., power to fix 
the rate, power to assess, power to collect, etc., and devolution should 
take sufficient notice of the different degrees to which different 
powers could be devolved on different categories of local bodies. 

(4) Finally, it is necessary to prevent overlapping and unco¬ 
ordinated tax jurisdiction. This is essential specially in the case 
of village panchayats and rural boards. 

17. A State tax which in effect is shared with the municipalities 
and the municipal corporations is the entertain- 
S ha ring of taxes the men t tax in Andhra, Madras, Mysore and 
presen post on Coorg; technically, the tax is transferred to 

local bodies, but a somewhat appreciable percentage (121 per 
cent, in Mysore and ten per cent, in other States) is retained as ‘col¬ 
lection charges’ so that virtually the State Government shares the 
proceeds of the tax with the local bodies. Local authorities receive 
compensation in respect of the motor vehicles tax; the compensation 
is usually based on the average income derived by them at the time 
they were deprived of the relevant tax powers (tolls, etc.). In 
Orissa, however, a more liberal policy is followed and SO per cent, 
of the proceeds of the motor vehicles tax are distributed to all the 
local authorities with reference to the mileage of the roads main¬ 
tained by them. A recent development in certain States is the 
sharing of land revenue, in addition to the allotment of land cess. 
The share varies from 6i per cent, in Bhopal to 25 per cent, in 
Saurashtra. The primary beneficiaries are the district local boards 
and the village panchayats, though in Bombay the relevant share 
(fifteen per cent, of land revenue) is available also to municipalities 
in respect of such agricultural land as falls within their jurisdiction. 
A much more ambitious proposal, to which however no effect has yet 
been given, is that of Orissa; the intention of that State has been 
expressed to be (he diversion of the whole of the land revenue to 
Anchal Sasans. 


18. We are of the view that as a rule, taxes of which the local 
bodies get some benefit should be taxes for 
Sharing of taxes— which they bear some responsibility. Where the 

rjwotumem.ti s«n element of responsibility is absent, assignment 

of a share of tax amounts merely to a grant-in-aid unspecified as to 
amount and unrelated to the principles usually governing grants-in- 
aid. We are therefore of the view that normally grants-in-aid 
should be preferred to assignments of shares of taxes as a method 
of financing local bodies. To this, we make two exceptions. They 
are in respect of the motor vehicles tax and land revenue. The tax 
on motor vehicles is not so much an assignment of a share as a reim¬ 
bursement of local revenue foregone. We recommend that the local 
bodies, especially municipalities and district boards, should receive 
an adequate share of the State Government’s proceeds from the 
motor vehicles tax and that not less than a fourth of those proceeds 
should be earmarked for the purpose of such distribution. Our 
suggestions concerning the principles on which this distribution 
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should be effected are contained in the chapter on Motor Vehicles 
Tax. As regards land revenue, we recommend that not less than 
fifteen per cent, of the collections in the area of each panchayat and 
(deducting such collections) in the area of each rural board, should 
be allotted to the panchayats and rural boards concerned. We have 
already stressed that the most important problem in respect of the 
rural bodies of local self-government is the need for them to develop 
and take root. As providing the minimum basis of assured finance 
for such development, and also as likely to be of great psychological 
significance for the rural areas, we attach particular weight to this 
recommendation. 

19. Revenue from fees, fines, etc., forms a very small part of the 

Non t x revenue income of local bodies, though the amount itself 

L.ou-,d>. Hum ig appreciable for a few municipal corporations. 

Potentially, the income from public undertakings of a com¬ 
mercial character, such as tramways and buses or distribution of 
electricity, is a significant item of municipal revenue; in actual fact, 
only a few municipalities and, in particular, municipal corporations 
have achieved some progress in this important sector of revenue- 
yielding municipal activities. In most instances there has been 
neither initiative on the part of the municipality, nor encouragement 
on the part of the State Government, for the assumption of newer 
responsibilities of this kind. In fact, in certain States, there has been 
an actual curtailment of the available sphere. Thus, in Madras and 
Andhra, the State Governments have adopted the policy of taking 
over themselves the few electricity undertakings which munici¬ 
palities have hitherto been conducting. We are of the view that 
every encouragement should be given to municipalities and other 
local bodies to develop and expand their non-tax source of revenue, 
and that these sources should not be treated as limited to the more 
orthodox items such as licence fees, market charges, etc. The larger 
municipalities and municipal corporations should in particular be 
encouraged to undertake public utility services, such as the dis¬ 
tribution of gas or electricity and the running of transport organis¬ 
ations. We consider that, except as a last resort and for compelling 
reasons, State Governments should not take over such services from 
the municipalities concerned. 


20. As for village panchayats, there are a number of miscellaneous 
K . sources of non-tax revenue, different for different 

vHtege X panchayats areas which can usefully be exploited; there are 
instances of appreciable income being earned by 
panchayats from the sale of the products of roadside trees, ponds, 
and lakes; this is especially the case where ‘land management’ has 
been entrusted to panchayats under the legislation of the State. 
By constructing inexpensive shops and stalls at places where regular 
bazars and shandies are held, some panchayats do, and many more 
can, secure some income by way of rent. Besides, where there are 
no co-operative societies undertaking the work of supply of requi¬ 
sites, panchayats may interest themselves in activities such as sell¬ 
ing manures, hiring out agricultural implements, or running small 
flour chakkis, etc. Such enterprises if feasible within the means at 
their disposal would not only bring in appreciable revenue to the 
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panchayats, but add to their usefulness in terms of the services they 
render to the village population. 

21. We have already stated that, in our view, the assignment of 
shares of State taxes should be limited to certain 
Grants-in aid items we have specified, and that, as a rule, 

grants-in-aid should be regarded as the better 
method of financing local bodies. The present position is that, 
except for district boards, grants-in-aid do not form a significant 
part of the revenues of local bodies. 


The table in Statistical Appendix 16 indicates that in terms of the 
total income of the municipalities of Part A 
Grants-in-aid for States, the percentage of grants-in-aid varies 

m c pa xes from as low a figure as 4-2 per cent, to a maxi¬ 

mum of 25-1 per cent, in Orissa. The table shows also that the posi¬ 
tion has remained substantially the same for some time. In fact, it 
is only in Orissa and Bihar that grants assume a position of impor¬ 
tance. Statistical Appendix 17 gives, for the latest year for which 
the figures are available, the different purposes for which grants-in- 
aid are given and the amounts thereof. It will be seen from this 
statement that the larger of the grants is usually for education, one 
notable exception being Madras, where grants for medical and 
public health purposes (including water supply and drainage) are 
of equal importance. In Uttar Pradesh, grants have been mostly 
given for roads and water supply and drainage schemes. In terms 
of the States generally, the main purposes of grants may be said to 
be as follows: — 


(a) to meet a part of the capital cost of water supply and 
drainage schemes of municipalities; 

(b) for the maintenance of primary schools where the State 
Governments themselves have not assumed responsibility 
for this service; 

(c) towards 'the payment of dearness allowance to staff; 

(d) to meet part of the cost incurred on secondary schools, 
medical institutions, maternity and child welfare centres 
and public health measures such as anti-malarial opera¬ 
tions; 

(e) towards the pay of certain officers such as engineers and 
health officers; and 

(f) in rare cases for assisting municipalities with poor 
resources to balance their budgets. 


In most instances, the grant is a fixed uniform proportion of the 
expenditure on the specified item or service; it usually does not, for 
different local bodies, take into account their different needs and 
resources. No State has in this context, a grant-in-aid code that 
embodies simple and well-defined principles. Further, of course, 
both the amount of the grant and the payment of the amount are in 
actual practice contingent upon the State Governments’ own 
finances as these vary from year to year; and complaints have beer 
voiced that the promised grants, not infrequently, fail to materialise 
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We recommend the adoption by each State of a system of grants* 
in-aid based on the following principles:— 

(1) there should be a basic ‘general purposes’ grant for each local 
body other than the bigger municipalities and corporations; 

(2) the local bodies eligible for such grant should, within each 
category (municipality, local board, panchayat, etc.) be classified 
into a few simple divisions based on population, area, resources, etc., 
and the grant itself related to these factors as well as to the size of 
the normal budget of the local bodies; 

(3) the basic grant should be such that, after taking into account 
its own resources, the local body will have fairly adequate finance 
for dicharging its obligatory and executive functions; 

(4) the basic grant should be assured over a reasonable number 
of years—say three or five and, save for exceptional reasons, not be 
subject to alterations from year to year within that period; and 


(5) there should in addition be specific grants (annual and other) 
which, as at present, will be for particular items and services. These 
should be conditional on (a) the particular service being maintained 
at a prescribed level of efficiency and (b) the local body exploiting 
its own resources to the extent indicated by Government from time 
to time. 


22. One of the features of the suggested system is the correlation 
between the specific grants (recurring and non- 
recurring) and the efforts of the local body to 
g pa aya utilise its own resources adequately. These 
efforts, in the context of village panchayats, should be construed 
not necessarily or wholly as taxes levied and collected, but increas¬ 
ingly in terms of the manual labour contributed. In no case, how¬ 
ever, should manual labour be equated with tax payment. We 
consider that a ‘labour tax’ should be ruled out altogether as a 
possible feature of local or other taxation. So far as the relation 
between grants-in-aid and labour is concerned, therefore, our recom¬ 
mendation is that specific grants-in-aid should be linked with volun¬ 
tary contributions in labour (or cash) mobilised by the panchayat. 
In particular, for specific and approved developmental works in the 
rural areas, the State Government should give grants-in-aid subject 
to the condition that the panchayat contributes a certain proportion 
of the total cost in labour or cash. So far as the State Government’s 
part of the commitment is concerned, we would mention that we 
have come across instances in which such commitments were not 
fulfilled, though meanwhile they had evoked the necessary response 
from the villages. It is needless to add that each such default meant 
that the villagers ceased to be enthusiastic about the making of 
voluntary contributions. 


23. Among the most pressing needs of municipalities is that of 
Loans and subsidies capital funds for undertaking long-deferred pro¬ 
jects of water supply, drainage, slum clearance, 
etc. Few municipalities find it possible to raise money in 
the open market and even some of the bigger corporations 
experience considerable difficulty in securing adequate loan 
capital. Part of the difficulty is, of course, common to all 
loans including those raised by Government. In addition, 
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there is the consideration that the credit of the newly established 
corporations and of municipalities generally is not so great as to 
permit them to raise loans at a reasonably low rate of interest. 
Lastly there is the fact that the bonds of municipalities in general 
are not ipso facto recognised as securities under the Indian Trusts 
Act as is the case with the bonds issued by the three older corpora¬ 
tions. Hence, the big institutional investors such as insurance com¬ 
panies etc., are unwilling freely to invest in these loans. The pros¬ 
pects of local bodies securing the development capital needed on the 
strength of their own credit is thus very limited. The assistance of 
State Governments is essential and as one way of their helping to 
ease the situation, we recommend a much more general adoption of 
a system of Government guarantee of municipal loans. Even this 
will not suffice for the smaller municipalities; the State Government 
will have to provide them the loans and, since their own resources 
are limited, will have to pursue a phased programme of assistance re¬ 
lated to the needs and priority of the different municipalities in their 
area. Part of the assistance will have to be in the form of graded 
subsidies to the bigger municipalities no less than the smaller. We 
make the assumption that adequate funds for this purpose will be 
provided in the next Five-Year Plan. 

24. The six taxes which we have recommended should be ‘reser¬ 
ved’ for local bodies are particularly suitable 
formunkipalitlesand fo " lev >' b >’ municipalities and municipal corpo- 
municlpalcorporations rations; so also are the theatre or show tax and 
the duty on transfer of property. The Acts 
governing municipalities and municipal corporations should, in 
our opinion, contain provisions which ensure, and not merely 
enable, the levy of all these taxes. Adequate minimum rates 
of levy should be provided in the statute, and the levy itself 
made obligatory on the local bodies concerned. For making 
available the additional finances which these may require after ade¬ 
quately utilising tax sources placed at their disposal, different 
methods will have to be followed for municipalities and municipal 
corporations. For corporations as well as for the bigger municipa¬ 
lities generally, in view of their relative efficiency as municipal 
bodies, we recommend the transfer of additional tax powers as the 
appropriate method. In respect of the smaller municipalities, how¬ 
ever, we recommend that in addition to the powers of taxation 
already referred to, the usual method of increasing their resources 
at least for a period should be the making of grants-in-aid. In 
making this recommendation, we take into account the fact that 
broadly speaking the smaller the municipality, the greater the diffi¬ 
culty of imposing new taxation, until the municipality has had a 
chance of demonstrating its ability to provide visible benefits for the 
population it serves. Local bodies are more directly associated than 
either the State or Central Government with the rendering of ser¬ 
vices and, therefore, taxation too is more demonstrably required to 
be justified by the service performed. Public criticism against addi¬ 
tional local taxation will, therefore, be greater where the local body 
has not yet adequately provided essential amenities such as a pro¬ 
tected water supply, etc. Often, a local body is caught in a vicious 
circle, for even the entire amount of taxation may not enable it to 
provide the required amenities, unless it is helped liberally by the 
State Government and this inability to provide the services further 
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cripples its ability to levy and collect taxes. This explains our empha¬ 
sis on grants-in-aid as an appropriate transitional means of increasing 
the resources of such of the smaller municipalities as have already 
reasonably exploited the particular taxes which we have mentioned. 

25. In respect of district boards or other rural boards, we consi¬ 

der that the two main taxes which are suitable 
Additioaai resources are the land cess and the duty on transfer of 
for rural boards property. We have recommended that they 

should also get a share of the land revenue 
collected by Government. Any additional finance which it may be 
necessary to place at the disposal of the rural boards should ordina¬ 
rily be made available to them in the form of grants-in-aid. 

26. We have already pointed out that one of the main problems 

connected with the financing of village 
panchayat, by one or more of the means avail- 
pauchayats able, arises from the necessity to give these 

institutions an initial chance to establish them¬ 
selves as bodies demonstrably useful to the village community. The 
actual fact remains that, as a general rule, what is done by State 
Governments is to invest them with numerous tax powers and then 
leave them to fend for themselves. Usually, therefore, panchayats 
start on their career either by earning resentment through taxation 
or, where they refrain from this measure, by earning contempt 
through inactivity. That is why we have emphasised that, when a 
panchayat is established, it should not be compelled to levy taxes 
immediately, but should be financed from other sources for an initial 
period of two or three years. If each panchayat is adequately financed 
by the State for the first few years of its existence, it can try to 
achieve concrete results during that period, and make itself more 
acceptable to the village in the additional aspect of a tax collecting 
bqdy. The initial assistance should, in particular, be directed to meet¬ 
ing some of the more pressing needs of the village, such as clean 
drinking water, all weather roads, a primary school, a dispensary, etc. 
The financial aid should take the form, partly of an assignment of an 
appreciable portion of land revenue, and partly that of general and 
specific grants-in-aid. Further, as we have already stated, the speci¬ 
fic grants should be related to voluntary contributions from the area 
of the panchayat in the shape of cash and of manual labour. The 
system of initial financing here suggested will, however, be imprac¬ 
ticable if the States follow a policy of wholesale establishment of 
panchayats unrelated to resources, both financial and administrative. 
The expansion of panchayats should, of course, not be avoidably 
slow; it is at the same time necessary that it should be planned 
and deliberate and that adequate provision should, at each stage, be 
made in terms of money and trained personnel. To multiply pan¬ 
chayats without ensuring their stability and usefulness is hardly the 
best way of implementing the Constitutional directive which exhorts 
their establishment. We may refer, with approval, to the policy that 
is being pursued by the Government of Bihar in the matter of estab¬ 
lishing panchayats. It is the prescribed practice in that State, as 
the first step in each instance for a non-official panchayat to be 
arganised in a village or a group of villages having a population of 
not less than 1,000 adults. The panchayat thus formed is exactly 
on the model provided for in the Panchayat Act but the body is 
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devoid of statutory powers. A set of constructive works is pres¬ 
cribed for testing the willingness of the inhabitants and only when 
they execute those works and are found fit otherwise that the Pan- 
chayat is notified under the Act. Elections according to the statutory 
provisions of the Act are then held and a full-fledged statutory 
panchayat set up in the village or villages concerned. Such a policy 
is likely to be more fruitful of lasting results than one of simulta¬ 
neous creation of hundreds of panchayats which function more in 
name than in substance. Even after the initial phase has been passed 
and the panchayat has adequately established itself, it would not in 
most cases be either practicable or desirable to expect the panchayat 
to raise the bulk of its income from taxes which are levied and 
collected by itself. Provision must be made for an appreciable part 
of the income being derived from non-tax revenue, assignment of a 
share of land revenue and grants-in-aid. This does not, of course, 
mean that the panchayat should not in due course be encouraged 
or even compelled to levy all the taxes it suitably may. At the same 
time, it needs to be noted that the range of suitable taxation is, for 
more than one reason, limited in the case of panchayats. From the 
point of view of staff and personnel available, it is obvious that 
panchayat taxes should be such as are simple to assess and cheap to 
collect. From this point of view many of the taxes which the 
panchayats are empowered to levy under the Acts of different States 
can hardly be considered suitable. In some instances, panchayats 
have been empowered to levy octroi duties and tolls which are 
obviously inappropriate. Taxes on marriage, births and adoptions, a 
tax on the collection of firewood (Assam), tax on owners of animals, 
carts and cycles and the many other minor taxes featuring in more 
or less every Panchayat Act do not have much value from the point 
of view of revenue. We recommend the following four taxes as 
the principal ones to be levied by village panchayats: — 

(1) General property tax; 

(2) service taxes; 

(3) land cess; and 

(4) a duty on transfer of property. 

In addition, powers to levy the tax on vehicles, the profession tax 
and the theatre or show tax may be devolved on individual pan¬ 
chayats found suitable for the purpose by State Governments. 


Administrative 

machinery 


27. One of the greatest drawbacks of local bodies has been the 
inefficiency in tax administration that many of 
them have displayed. This applies to both 
assessment and collection of taxes. Where 
administrators have been appointed, improvement has been 
demonstrably visible. We are of opinion that the appointment of 
an independent executive official is both desirable and necessary. 
The appointment of an independent executive already func¬ 
tions smoothly and efficiently in municipal corporations. We believe 
that it may, with every prospect of similar success, be extended to 
municipalities also. We accordingly recommend, firstly, that all 
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municipalities should have chief executive officers in whom the exe¬ 
cutive powers and administrative responsibility should vest by sta¬ 
tutory provision, and secondly, that the chief executive officers 
should be selected and appointed by Government or by an indepen¬ 
dent statutory board. 

Even where Government are the appointing authority, there have 
been some complaints that comparatively inexperienced officers 
with no particular qualifications were selected cr deputed from 
Revenue and other Government Departments. Since the reason 
for the appointment of executive officers is to make the administra¬ 
tion efficient, it is obvious that the very purpose would be defeated 
in case unsuitable personnel is selected or deputed. We recommend 
that a State cadre of municipal executive officers should be formed 
in each State and competent persons with requisite qualifications 
recruited to it. It is gratifying to note that the need for separating 
the deliberative and executive functions is now widely recognised as 
is evident from the following recommendation of the Committee of 
Local Bodies which was made at a recent conference of the Local 
Self-Government Ministers:— 

“For improving the standards of administration in local bodies 
there is a very good case for separating as far as possible, 
their purely executive functions from their deliberative 
or policy making functions. The latter category of func¬ 
tions should appropriately be the sphere of the elected 
wing of the local bodies. Once policies and decisions have 
been adopted, however, their implementation and execu¬ 
tion should be left to the principal executive officer who 
must be made primarily and directly responsible for this 
part of the work. As a necessary corollary to this prin¬ 
ciple, the more important executive posts in the local 
bodies should be centralised on a Statewide basis and 
should be made transferable.” 

28. The recommendation we have quoted goes farther than the 
creation of a State cadre for chief executive officers only. The 
question arises as to what other posts should be centralised on a State 
basis. The Local Finance Enquiry Committee has recommended that 
in order to improve the financial administration, the position of the 
head of the Accounts Department should be strengthened and that he 
should be a qualified and specially selected person, particularly in 
bigger municipalities with an annual income exceeding Rs. 1 lakh. It 
is also of the opinion that in regard to the recruitment of the ‘higher 
financial personnel’, there should be a provincial cadre for such 
services. The Local Self-Government Ministers’ Conference held in 
New Delhi in 1948 was of the view that all higher executive and 
technical staff should be recruited to State cadres. We are in agree¬ 
ment with this view. 

29. The enforcement of effective control will not, however, be 
secured merely by the centralisation of cadres. Such a process, it 
may be noted, has already gone quite far in Madras, Andhra and 
Hyderabad, the farthest being in Hyderabad, where most of the 
staff drawing over Rs. 100/- per month is appointed by the State 
Government and paid from a fund created for the purpose. The 
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centralisation of cadres as it operated in these States has revealed 
two weaknesses against which the municipalities complain. 

The first is the inadequacy of the control which the executive 
officer himself can exercise over the other officers serving under him 
in the municipality and the second, lack of co-ordination. Thus, in 
regard to Andhra and Madras, it is complained that the municipal 
engineer and the municipal health officer look to the State’s Chief 
Engineer and the Director of Public Health respectively; that there 
is no co-ordination between the three officers, viz., engineer, health 
officer and municipal commissioner; that the chairman of the muni¬ 
cipal council has absolutely no power to co-ordinate the work of 
these officers or to settle differences or to lay down a policy. This, 
it is said, gives rise to much friction. In Hyderabad too a similar 
complaint has been voiced. 

30. The danger of lack of co-ordination is real and must be 
guarded against. We are of the opinion that division and dispersal 
of responsibility will ultimately strike at the efficiency of municipal 
administration. Responsibility must be vested in a single individual 
who would be answerable directly to the municipality. We, there¬ 
fore, recommend that even when State cadres are created, the res¬ 
ponsibility in respect of a municipality should vest in the chief 
executive officer of that municipality and the entire staff should 
be under his control. The departmental heads in the municipality 
should not be allowed to feel that they have independent 
powers or are independently controlled and, therefore, can defy the 
authority of the executive officer who must be the controlling and 
co-ordinating authority and should have sufficient powers to give 
effect to his orders. 

No system will work unless competent personnel are attracted to 
it and retained in it. Therefore, the staff recruited should not merely 
be well-trained but adequately paid. The State Governments should, 
where necessary, meet a part of the establishment costs either 
directly or by taking such costs into consideration in fixing the 
general purposes grant. This will be particularly called for in respect 
of the smaller municipalities. 

31. Of the various branches of local administration, much the most 

important is that dealing with taxes. Tax admi- 
Tax administration nistration, has two aspects: the assessment of the 

taxes and their collection. In the matter of 
collection of all taxes including the property and service taxes, the 
ultimate responsibility should be that of the executive officer himself. 
Likewise, in respect of the assessment of taxes, other than the 
property tax, it is sufficient if the power vests in the executive officer. 
For assessing the property tax, however, there should be an indepen¬ 
dent agency. The Local Finance Enquiry Committee has made 
detailed recommendations for the creation by each State Government 
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of a Valuation Department for all local bodies of the State. We 
.reproduce the recommendations:— 

“Valuation of property is such a highly technical business that 
it cannot be entrusted to any person who has not received 
training, however competent he may otherwise be. There 
is a great difference between ordinary administrative work 
and the valuation of immovable properties, particularly,, 
properties other than residential houses. In the determi¬ 
nation of their annual value so many principles and stan¬ 
dards of valuation have to be applied that the work cannot 
be entrusted even to members of the Civil Services from 
whom usually Executive Officers of Municipalities are re¬ 
cruited. While the taxing authority should continue to 
be vested in the local bodies, the detailed work connected 
with the preparation of the valuation list of all the pro¬ 
perties within the jurisdiction of a local body should be 
entrusted to a central organisation (to be created for this 
purpose) which will consist of trained valuers as in western 
countries. Even in England, where local bodies are tena¬ 
cious of their rights, the task of valuation has been taken 
away from them under the Local Government Act of 1948 
and vested in the Board of Inland Revenue. We are of 
the opinion that a similar step should be taken in each 
State in India. A valuation department should be brought 
into being for all the local bodies within the State. Its 
duty will be to see that the valuation list is correct and up 
to date for each local body. The valuation list as prepared 
by this department should be forwarded to the local body 
concerned and should be published. Any person, including 
the local body itself, will have the right to object to any 
valuation included in that list. But it will be not open 
to the local body to alter any entry as made by the Valua¬ 
tion Department. It will have to make a representation 
against such entry and if the Valuation Department is not 
satisfied with the objection and the local body or the person 
making the objection feels aggrieved by such action, it will 
have the right to appeal to a local tribunal called the local 
valuation court. The decision of the valuation court will 
be final on points of fact. On points of law an appeal 
might be allowed to a District Court, or even to a High 
Court, as may be deemed proper. But no person will have 
the right to withhold the payment of the tax* pending the 
disposal of his appeal. What the constitution of the local 
valuation court should be, is not a matter into which we 
need enter. This can be dealt with by the State Govern¬ 
ment. It should be a tribunal in whose independence and 
fairness of judgment both parties have confidence. The 
creation of a trained staff of land valuation experts is a 
matter of time. In three or four years the scheme should 
begin to work satisfactorily.” 

We generally endorse the suggestions of the Local Finance En¬ 
quiry Committee and urge that a State-wide valuation department 
should be created in each State for undertaking the work of valuation 
of properties within municipal areas. We, however, consider that 
municipal corporations and village panchayats should be excluded 
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for this purpose, the first because they are in a position themselves 
to employ staff which is adequately trained and the second because 
they are too numerous and the problem of assessment has not so far 
assumed any large dimension with respect to panchayats. Whether 
the valuation department should eventually cover panchayats as well 
may be examined in due course in the light of experience and of 
the development of property taxation as a feature of panchayats. 


32. In conclusion, we would observe that the State Government 
R le f St te as constituting the representative governing 

Governments authority in a State has a vital role to play in 

ensuring the proper functioning of local bodies. 
It is its responsibility to see that local bodies are efficiently 
organised, that they perform their functions properly and 
that they take adequate part in the development of the country. 
The role of State Governments has, therefore, not merely a negative 
aspect, viz., the prevention of the misuse of powers, etc., by local 
bodies through audit and periodical examinations, but a positive one, 
viz., the active encouragement and development of local bodies. This 
aspect is of special importance in relation to the rural institutions of 


local self-government, notably the panchayats. Government control 
and help should, however, be not so meticulous or minute as to 
destroy the autonomy or self-reliance of local bodies. The goal of 
State effort as well as the purpose of State control should be the 
development of local self-governing institutions into efficient instru¬ 
ments of administration, capable alike of formulating policies and 
of executing them. 



CHAPTER III 
TAXES ON PROPERTY 

Though the relative importance of taxes on property in modern 
. , . fiscal systems has been reduced by the 

iuouu««ii development of the income-tax, death duties 

and commodity taxes, the property tax still remains the largest and 
most important source of tax revenue for local authorities in 
several countries, e.g., the United Kingdom, Australia, U.S.A., and 
Canada. In India too, in the form of taxes on buildings for municipal 
corporations and municipalities and of cesses on land for district 
local boards, the levy on property remains the largest source of tax 
revenue for local bodies as a whole. 

2. In the context of local taxation, property taxes may be regard¬ 
ed as of four principal categories: — 

(1) Taxes on buildings (including taxes on buildings in con¬ 
junction with lands and on lands which are vacant but 
are capable of being built upon). 

(2) Taxes on unearned increment in connection with town 
improvement (‘betterment’) schemes. 

(3) Taxes in the shape of a stamp duty on transfers of pro- 
P erty - 

(4) Cesses on lands (which are usually cesses on the land 
revenue to which the lands are assessed). 

Taxes of the first category are the property taxes levied by munici¬ 
palities, municipal corporations and village panchayats. In some 
instances (Bombay and Punjab) the State Governments too, in addi¬ 
tion to local bodies, levy property taxes of this description. Taxes 
comprised in the second category are levied by the authority which 
undertakes the improvement schemes. Taxes of the third category 
are mainly levied by the State Governments, though the local bodies 
in some States are allowed to impose a duty on transfers of im¬ 
movable property, in addition to the stamp duty levied by the State 
Governments. The fourth category of taxes, viz., cesses on land, are 
usually levied by local boards and village panchayats. 

(1) Taxes on lands and buildings 

3. Taxes on lands and buildings (sometimes called taxes on 
‘holdings’), levied by municipal bodies, take the shape of general 
taxes and service taxes. Service taxes are broadly in the nature 
of charges for water, drainage, lighting, conservancy, fire fight¬ 
ing, etc. They are usually collected along with, and assessed on the 
same basis as, the general taxes. In some instances (e.g., the Calcutta 
Corporation), the general taxes and service taxes are combined 
into a ‘consolidated rate’. In some States, an education tax is levied 
as one of the surcharges on property tax in order to supplement the 
finances available for primary education. In addition, a library 
cess is levied in Madras and Andhra at the rate of six pies per rupee 
of property tax (excluding education tax) and the proceeds are 
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credited to the local library authorities (who are different from the 
municipal authorities). In Mysore, a health cess is levied as a sur¬ 
charge on various taxes including property tax and the proceeds 
credited to the State Government to finance the expansion of medi¬ 
cal and public health services. 

4. A provision for the compulsory levy of property taxes exists 
, in respect of municipal corporations in the 

xten o evy States of Bombay and Madhya Pradesh. (The 

Jabalpur Municipal Corporation, which has been recently 
established, has not yet commenced levying the general tax, though 
service rates have been imposed). Though optional in the 
statutory sense, the property tax is levied by all municipalities in 
the States of Andhra, Assam, Bihar, Bombay, Madras, Orissa, 
West Bengal, Hyderabad, Mysore, Travanc ore-Cochin, Delhi and 
Coorg. Its levy is not universal in the States of Madhya 
Pradesh, Punjab, Uttar Pradesh, Madhya Bharat, PEPSU, Rajas¬ 
than, Saurashtra and Himachal Pradesh. The levy is confined to 
73 out of 112 municipalities in Madhya Pradesh; 40 out of 61 muni¬ 
cipalities and thirteen out of 33 small town committees in Punjab; 37 
out of 120 municipalities in Uttar Pradesh and 73 out of 84 munici¬ 
palities in Madhya Bharat; two out of 21 municipalities and 37 town 
committees in PEPSU; and one out of 139 municipalities in Rajas¬ 
than. The present annual income of all municipalities and municipal 
corporations, in all the States, from property taxes is about Rs. 24'4 
crores, representing 58 T per cent, of the total income of these bodies 
from all taxes. 

In Andhra, Bombay, Bihar, Madras, Madhya Bharat, Mysore, 
Orissa and Punjab, the levy of the tax is compulsory in respect of 
village panchayats. Even where it is optional, the policy of most 
States is to encourage village panchayats to levy the property tax. 

Appendix E to this volume sets out in detail the extent of the 
levy of the property tax by municipal corporations, municipalities 
and village panchayats. 

The property tax is not levied by district local boards or other 
rural boards in any State, except sometimes as a composite 'property 
and circumstances’ tax, which is more in the nature of a profession 
tax than a property tax. 

5. The property tax is based on the annual or capital value of 
Basis of levy property. Following the English practice, it has 

from the beginning been confined to immovable 
property. Indeed, it derives its Constitutional authority from item 
No. 49 of the State List, viz., “tax on lands and buildings”. 
In most municipalities, it is the annual value or ‘rateable 
value’ which is the basis of the tax. This in turn is generally arrived 
at on the basis of rent at which the property can be 
reasonably let from year to year. There have been demands that 
the basis should be changed to one of actual rent. In all States 
except Uttar Pradesh, the Municipal Acts prescribe that the annual 
value should be based on the annual rent at which the property can 
be reasonably let. In practice, the actual rent is accepted as the 
‘reasonable rent’, unless collusion, concessional rent, etc., are suspect¬ 
ed. We are of opinion that the right to assess on a ‘reasonable rent 
is a valuable safeguard against collusive fixation of lower ‘actual 



rents’ and recommend no change in the present legal provisions and 
general practice. 

6. During and after the War, several States have controlled the 
rents of buildings in towns by enacting Rent 
Reasonable rent and Control Acts. Generally, the control takes the 

standard rent form of protecting the tenant with reference to 

the rent which prevailed on a specified date and 
of laying down that this cannot be increased at all or cannot be 
increased beyond a specified percentage. Though the Acts governing 
municipalities in the Madras State provide for assessment of build¬ 
ings on the basis of reasonable rent (and not of actual rent), the 
Government of Madras have issued strict executive orders to the 
Madras Corporation and all municipalities in the State that buildings 
should be assessed only on the basis of the controlled rent paid. In 
the case of owner-occupied buildings, the valuation, similarly, was 
not to be increased over the valuation in force in 1939 beyond the 
margin of increase allowed in the Rent Control Act. These orders 
are in force in the Andhra State also. 


Statutory recognition of this principle is contained in the Calcutta 
Municipal Act which provides that, in respect of any land or build¬ 
ing, the standard rent of which has been fixed under the West Bengal 
Premises Rent Control Act, 1950, the annual value thereof for pur¬ 
poses of assessment shall not exceed the annual standard rent so 
fixed. 

On the ground that the virtual freezing of rents which has thus 
resulted from various Rent Control Acts, has adversely affected the 
income of the local bodies from their most important source of reve¬ 
nue, it has been suggested that they should be permitted to fix the 
valu c es buildings, the rents of which are controlled, not on 

J? asis controlled rent, but if need be at a higher amount 

on the ground that it constitutes the ‘reasonable’ rent. To prevent 
hardship to property-holders, it has been further suggested that the 
rent restriction Acts should be amended so as to permit the passing 
on to the tenant of the increase in the property tax consequent on 
the higher assessment thus made by the municipality. It is not our 
province to enquire into the reasonableness or otherwise of the diffe¬ 
rent levels at which rents are controlled in different urban areas by 
different State Governments. For our purposes, the controlled rent 
must be assumed to be the reasonable rent; and we are unable to 
agree that municipalities should in effect be permitted to ignore the 
v ^yfact that a particular limit has been set by statute to the rent 
which the landlord may levy and make the assumption that he may 
reasonably obtain a rent which exceeds that maximum. Nor are 
we able to agree with the other suggestion, viz., that the landlord 
siiould be permitted to pass on to the tenant the increase in the tax 
which would result from the previous proposal. The real issue raised 
by the suggestion is in regard to the level at which the rent happens 
to be controlled, and the proposal is in effect that that level should 
be raised to the extent that the tax may be raised on the basis 
of a reasonable assessment higher than the controlled rent This 
raises the larger question as to the levels at which rents should be 
controlled from time to time. What is clear is that the municipality 
cannot through revision of assessments, be allowed in effect to decide 

Goveniment 11 £Uld m individuaI cases alter the level prescribed by 



378 

7. While rent forms the main basis for calculating the annual 
value, other factors are sometimes taken into account. Where ‘rent’ 
cannot be estimated in the usual manner, as in the instance of cinemas 
theatres, hospitals, Government and Railway properties. Port Trust 
properties, etc., other methods have to be used for arriving at the 
annual value. In some cases, a percentage of the capital value of 
the property is prescribed as the annual value. Statutory recognition 
of this principle is incorporated in the Calcutta Municipal Act, for 
example, where it is provided that if the gross annual rent of a 
building, not ordinai’ily let, cannot be easily estimated, it shall, for 
the purpose of fixing the annual value, be deemed to be 5 per cent. 
of the value of the building; this value is to be obtained by adding 
the estimated cost of erecting the building at the time of assessment 
(less a reasonable amount to be deducted on account of depreciation, 
if any) to the estimated present market value of the land valued 
with the building as part of the same premises. Likewise, in the 
case of a building used as a public cinema-house or theatre or other 
similar place of public resort, recreation or amusement, the gross 
annual rent of the building shall be deemed to be not exceeding five 
per cent, of the gross annual receipts in respect of the cinema-house 
etc., including receipts from rent, and advertisements and sale of 
admission tickets, but excluding taxes on the sale of such tickets. By 
either method, it may be noted, what is sought to be arrived at is 
the annual value. 

8. In a number of States, annual value is to be refixed every 

three years or every five years. Under the pro- 
Periodical fixation of visions of the Bombay Municipal Corporation 
annual value it is .permissible to revise the annual value 

every year. 

9. The other important basis is capital value. Its use in India is 

restricted. Village panchayats are usually al- 
Capital value lowed to choose either annual value or capital 

value as basis of levy of the property tax. 

A third basis, which has been prescribed in respect of village pan¬ 
chayats in Madras, is related to the plinth area and the type of 
construction. 

10 In certain countries, e.g., the United States of America, Canada 
and Australia, it is the capital value of properties that forms the basis 
for the levy of local taxes. It is contended by some that the capital 
value will more closely reflect the rise in values of urban properties 
and hence is likely to yield larger revenue to municipalities and 
corporations where increase of urban land values is the normal 
feature. A general replacement of annual value by capital value as 
basis of assessment has accordingly been suggested by some. 

The fixation of the rental value of residential and rented out 
buildings, which form the bulk of the buildings in towns and cities, 
is simpler than the determination of their capital value. Further, 
capital values of properties fluctuate to a more significant extent 
than rental values. The levy of the tax on the basis of actual or 
reasonable rent is a levy on the actual or potential income from the 
property and to that extent is a more equitable method of taxation 
than one based on capital value. It may be recalled that the Local 
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Finance Enquiry Committee suggested that “there should be no 
changd from the well-tried basis of rent to the more or less uncertain 
basis of capital value. Where, however, municipalities are actually 
adopting capital value as the basis and there is no complaint, that 
basis may continue”. We recommend that the annual value, based 
on the rent at which properties may reasonably be expected to be 
let, as at present interpreted in practice, should be the normal basis 
for the levy of property tax, subject to the basis of capital value 
being adopted in special cases of the type already noticed. With 
regard to properties of a class not ordinarily let or where the annual 
rent cannot be estimated, a percentage, not less than five per cent, of 
(a) the estimated cost of construction of the building at the time of 
assessment (less a reasonable deduction on account of depreciation) 
plus (b) the estimated value of the site, may be taken as the annual 
rental value. In the case of vacant lands in urban areas, which are 
not appurtenant to buildings and which are not used for agricultural 
purposes, either a percentage of the capital value ( e.g ., five per cent.) 
may be taken as the annual rental value or the tax may be levied 
at a percentage of their capital value. We find that building sites in 
urban areas are often inadequately assessed and would stress the 
desirability of their being properly valued and taxed. As for houses 
in villages, we consider that the house tax may normally be levied: 
on the basis of capital value which, in their case, is easier to deter¬ 
mine than rental value on account of the fact that most of them 
are occupied by their owners. 

11. The laws of certain States lay down the maxima for the levy 
Rate of tax of P r0 P ert y tax municipalities and municipal 

corporations. In the case of the Bombay Muni¬ 
cipal Corporation a minimum also is fixed. Statistical Appendix 18 
gives the rates of the property tax and service taxes levied by 
municipal corporations and municipalities in the several States; 
and Statistical Appendix 19 indicates the total rates (i.e., property 
taxes plus service taxes) levied in the principal municipal cor¬ 
porations and in some of the municipalities of different States. The 
rates may be said to be pitched at an adequately high level 
in Andhra, Assam, Bihar, Madras, Orissa and West Bengal. It 
may be noted that in these States, municipalities do not levy octroi 
or terminal tax on goods so that the property tax forms the principal 
source of income. 


12. The property tax is usually levied at the same rate for differ¬ 
ent rental values. The Local Finance Enquiry 
Committee, it may be mentioned, was “general¬ 
ly in favour of a progressive scale, adoptable at 
the discretion of the municipality concerned”. 


Graduation in 
property tax 


Progression in this tax is a comparatively recent feature. It 
appears in the rate structures of the municipal corporations of 
Ahmedabad, Bangalore, Calcutta, Madras and Poona and of a 
limited number of municipalities. Thus in Calcutta the rate of levy 
varies from 15 per cent, to 23 per cent, of annual value with inter¬ 
mediate gradations. The minimum is applicable to annual values 
which do not exceed Rs. 1,000/- and the maximum to values above 
Rs. 12,000/-, In Ahmedabad, there is found in addition a system of 
progression based on user; thus, higher rates are levied on non- 
residential buildings, mills and factories. 
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In several class I panchayats in Madras State, the house tax is 
levied on a progressive scale on rental values. 

13. In Assam, Bihar, Orissa and West Bengal (other than in 

Calcutta Corporation) the tax is levied at a con- 
Regressive rate cessional rate on costly buildings. Thus in 

in a few States Assam, in the case of holdings w,ith an annual 

value exceeding Rs. 7,500/-, the tax on the excess is levied at only 
one-fourth of the rate applicable to other properties. Likewise, in 
Bihar and Orissa, in the case of buildings costing over Rs. 5 lakhs in 
Patna City and Rs. 1 lakh in other municipalities, the tax is levied 
at one-fourth of the ordinary rate on the value in excess of those 
figures. In mofussil municipalities in West Bengal, where the 
market value of a building exceeds Rs. 3 lakhs, it is provided that 
the rate to be levied in respect of the value in excess of the amount 
shall not exceed one-half of the general rate (7£ per cent, of the 
market value is taken as annual value). These are instances of a 
type of regression for which, in our opinion, there is no justification. 
We recommend that the State Governments concerned should take 
steps to eliminate these and other regressive features in the levy of 
the property tax. 

14. The further question is whether a system of progression should 
be more extensively adopted in respect of property taxation. Pro¬ 
gression in property taxes has been suggested firstly as an applica¬ 
tion of the principle of ability to pay and secondly as a measure 
which would secure larger revenue for the local bodies. We consi¬ 
der that the utility of this suggestion is severely limited in practice. 
For obvious reasons, it is not feasible to operate a system of levy of 
property tax which takes into account the total ability to pay, i.e., 
the total income from all sources; that is a function of the income- 
tax. The burden of progression will therefore be especially on 
those whose main form of possession or source of income is immo¬ 
vable property as distinguished from other types of possessions or 
investments; and among these will be found not only the bigger in¬ 
vestors and property-holders but the medium investors and the 
medium owner-occupiers of residential houses. 

A theoretical pursuit of progression will imply a relatively high 

exemption limit such as few municipalities now provide for; it will 
also, of course, imply gradation of rates above the exemption limit. 
Thus, in the case of the Calcutta Municipal Corporation, the intro¬ 
duction of progression has been accompanied by so appreciable a 
reduction of the rate on the lower valuation groups that a substantial 
loss of income Has been entailed on the Corporation; at the same 
time, the introduction of four different slabs has added very consi¬ 
derably to the difficulties of assessment and administration. Both 
.exemption and lower rates will, for the smaller municipalities, 
imply a loss of revenue which it will be quite impracticable to make 
up by higher rates on the relatively few bigger properties. For 
all these reasons, we are of the view that, broadly speaking, progres¬ 
sion cannot suitably be introduced as a feature of the property tax 
levied by local bodies. But that does not mean that an element of 
progression may not be desirably adopted by the municipal corpora¬ 
tions and the bigger municipalities as a part of the rate structure 
of the property tax. Even in such cases, the total exemptions should 
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be limited, the minimum rate should be adequately high and correc- 
tives should, be provided to prevent the imposition of unduly hi§h 
rates on industrial housing, co-operative housing, etc. 

15. Apart from the properties of the Union exempted under the 

Exemption from Constitution, two other classes of properties are 

property taxes normally granted exemptions. 

(a) properties used for specified purposes; and 

(b) properties which are below a certain annual value. 

Service taxes are generally collected (except in Madras and Andhra) 
even where exemption from the general tax is granted. 

While in most of the enactments, the provisions specify the parti¬ 
cular classes of use (generally, use for religious, charitable and edu¬ 
cational purposes) which entitle properties to exemption from the 
tax, in some States, e.g., Uttar Pradesh and Madhya Pradesh, the 
power to notify such exemptions is given in general terms either to 
State Governments or to local authorities on condition that the 
sanction of the State Governments is previously obtained. 

We recommend that properties used for religious, charitable and 
educational purposes may continue to be exempted from property 
tax, but that the principles of such exemption should be clearly- 
specified in the Acts governing the local bodies and not regulated 
by executive orders. We also endorse the recommendation of the 
Local Finance Enquiry Committee that the list of properties exempt¬ 
ed from the tax should be scrutinised from time to time and made 
available for public information. 

16. The Local Finance Enquiry Committee has expressed the 
opinion that there should be no exemption from the property tax 
merely on the ground of the annual values being below a particular 
monetary limit and that such exemptions, wherever they exist, 
should be abolished. The exemption limits actually prescribed are 
low enough, in most cases, not to constitute a serious encroachment 
on the revenue from property tax, either by themselves or through 
deliberate under-valuation in order to bring annual values to,below 
these limits. Most State Governments also take the view that pro¬ 
perties below a specified annual value should be exempt. The justi¬ 
fication for exemption below a certain level rests on two grounds. 
Firstly, when the value of the property is below the very low mini¬ 
mum fixed, it represents, on the part of the owner or occupier, a 
standard of income or living which deserves exemption. The second 
and more valid ground is the disproportionate administrative cost; 
at the lowest level, the yield may not be even equal to the cost of 
collection. 

We recommend that, below a specified minimum which should 
be so fixed as to cover only the lowest rental values, properties 
might, though not as an invariable rule, be exempted from the pro¬ 
perty tax, provided the owner does not own any other building or 
land assessed to the tax and is not liable to pay profession tax or 
income-tax. Such exemptions would be particularly justified if they 
are reinforced by the existence of administrative considerations such 
as we have mentioned. 
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17. It is probably true that owner-occupied properties, as distin¬ 

guished from those which are rented, are under- 
Concessional assess- assessed in most States. Entirely apart from 
f and f rat ®* l” this, concessional rates of levy are provided for 
categories Ce 0 f m such properties in one or two States. In Uttar 
properties Pradesh, a 25 per cent, concession is admissible 

in respect of owner-occupied properties; but the 
Grants-in-aid Committee appointed by the Government has recom¬ 
mended its abolition. 

The case, for according preferential treatment to owner-occupied 
properties may be said to rest on two arguments. Firstly, it is urged 
that owner-occupied properties do not bring in any income; the 
capacity to pay in respect of such properties is less and, therefore, 
they should be assessed to lower rates. Secondly, it is said that it 
is socially desirable to show some consideration to people who save 
in order to have their own houses to live in. 

Neither appears to us a valid argument. Municipalities confer 
benefits of which only specific items are covered by specific service 
charges. The larger benefits are available to owner-occupiers no less 
than to those who rent out their properties; both classes should 
therefore contribute to an equal extent. Any relief or encourage¬ 
ment to be given in respect of house properties should be done by 
appropriate reliefs granted in the context of income-tax, etc., and not 
of property tax. 

18. A proportion of the property tax is usually remitted when 

Remission in respect P ro Perties are unoccupied or vacant during a 
•f vacancies P art ot the taxable period. Statistical Appen- 

. dix 20 summarises the position in some of the 
states. There is scope for wider application of one of two princi¬ 
ples. We generally agree with the recommendations of the Local 
rinance Enquiry Committee that remission of property tax need not 
be given in respect of vacant buildings, where the period of vacancy 
1 5 f^ an . 99 consecutive days in a year; and that the remission 
should be limited to a maximum of one-half of the tax due. 

19. The properties of the Port Trusts of Bombay, Madras and 

„ Calcutta are subject to property taxes. The 
Trust properties 01 " rates of levy and, in general, the provisions 
which govern the liability are different for the 
different bodies. In Bombay, the Port Trust pays 19/20th of the 
rate of tax payable by other assessees; the principles of valua¬ 
tion are the same as for other assessees, but the valuation 
itself is to be made by a person appointed by the Central 
Government once in five years. In Calcutta, according to section 
169 of the Calcutta Municipal Act, the Port Trust properties are 
taxed on the basis of their annual value which is taken as 5 per cent, 
of the capital value determined on the basis of the actual cost of 
acquisition or construction of the properties. 

In Madras, under section 102C of the Madras City Municipal Act, 
1919, the Port Trust properties are taxed on the basis of the gross 
revenue of the properties. It is provided that the tax leviable on 
the properties in any year shall not exceed four per cent, of the 
gross earnings of the Port Trust in that year. 

Comparing the relevant provisions in the three enactments, it is 
apparent that the simplest and the easiest to operate is the provision 
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contained in the Madras City Municipal Act. The Calcutta Munici¬ 
pal Corporation has complained of the adverse effect cn its revenues 
of the special provisions which govern the assessment of the Port 
Trust properties. In Bombay, the valuation of the properties of the 
Port Trust was last done for the period 1939—44 and the Bombay 
Municipal Corporation has been receiving taxes on the basis of this 
out-dated valuation. We understand that, owing to disputes on cer¬ 
tain matters, it has not been possible to finalise the valuation for 
the two subsequent periods. The Local Finance Enquiry Committee 
has recommended that the basis adopted in Madras should be adopt¬ 
ed in Calcutta and Bombay also. A simple and uniform system 
such as the recommendation envisages has much to commend it. A 
similar system is in force in some of the States in the United States 
of America, where in the case of railroads and certain public utili¬ 
ties—the valuation of whose properties raises difficult problems— 
taxes on gross earnings have been usually substituted for the pro¬ 
perty tax. It has at the same time been urged that the rate should 
not be frozen at 4 per cent, as in Madras; this is on the ground that, 
if the rate of taxation on other properties is increased, it is only 
proper that the Corporations should secure some corresponding 
return on the Port Trust properties as well. There is much force 
in this contention. We recommend that all Port Trust properties 
may be assessed to municipal property taxes at a percentage of the 
gross earnings of the Port Trusts. The basic percentage may be four 
per cent, but provision should be made for increasing or decreasing 
it by, say, a quarter per cent, for every per cent, of the general 
increase or reduction effected in the rate of the tax in respect of 
other properties. This will be a simple method, avoiding all diffi¬ 
culties of valuation and should be deemed equitable to both the 
Port Trusts and the municipal corporations. 


20. On their properties situated in municipal areas, almost all 
State Governments pay either a property tax 
State Government or an ex g ra tia contribution in lieu of such tax. 
properties Some State Governments have reserved the 

power to exempt from the tax such Government lands as in 
their opinion are not likely to yield any income to Government. In 
the municipalities of Madhya Pradesh, property tax for general pur¬ 
poses is not leviable on State Government buildings in excess of a 
rate of 7J per cent, of the annual value. In the municipal corporations 
and borough municipalities in Bombay State, and in the Nagpur City 
Municipal Corporation, State Government properties are nominally 
exempt from the property tax; in actual fact the Governments pay 
a contribution equal to eight-tenths of the tax which would be pay¬ 
able but for the exemption. 


21. A specific exemption in respect of Central Government pro- 
Uni on Government perties for the first time appeared in section 154 
properties other of the Government of India Act, 1935. The 

than railway exemption was from all State and local taxes 

prop ertles an d applied to all Central Government proper¬ 

ties except such as were liable to those taxes immediately before 
1st April 1937. The same position continues under Article 285 of 
the Constitution. The effect of this is that the Union Government is 



384 


liable to pay taxes, including service taxes, only in respect of build¬ 
ings which were assessed to local taxes prior to 1st April 1937. Even 
in respect of these, till recently, the Government of India contended 
that they would not pay any amount greater than that paid im¬ 
mediately before 1st April 1937, notwithstanding any increases in 
rates since effected by the local body, or any increase in value that 
might have since taken place. Recently, however, the Central 
Government have agreed to make such additional payments as arise 
from either an increase in rate or an increase in valuation. The new 
arrangement has effect from 1st April 1948. 

22. In respect of properties acquired or constructed after 1st 
April 1937, which are under the provisions of the Constitution ex¬ 
empt from local taxation (unless Parliament by law provides to the 
contrary), the Government of India refused til! recently to 
pay anything by way of local taxes. From an official communication 
which we have been shown, we find that they have now agreed to 
make payments in respect of ‘service charges’, with effect from 1st 
April 1954, on the following basis: — 

(i) The Central Government will make payment in respect 
of their properties for specific services rendered by local 
authorities; but payment of such ‘service charges’ shall 
be treated not as payment of taxes but of compensation 
payable in quasi-contract. Specific services will include' 
not only direct services such as water and electric sup¬ 
plies, scavenging etc., but also general services such as 
street lighting, town drainage, approach roads connect¬ 
ing Central Government properties, etc. But such items 
as educational, medical or public health facilities will be 
excluded. 

(ii) For large and compact blocks of their properties, the 
Central Government will not pay for such specific 
services as they themselves arrange. 

fiii) As regards assessment, no difficulty should arise in res¬ 
pect of items like metered water or electricity, etc., or 
where services like drainage and scavenging etc., are 
charged for separately. But where some or all such 
specific services are not charged for separately 
but are part of a consolidated house or property tax, 
a suitable percentage of such consolidated tax, represent¬ 
ing the element of specific services, will be paid by the 
Government. The State Government concerned may fix 
this percentage, on behalf of the Central Government 
for each local body concerned. Similarly, the valuation 
of the Central Government property may be done by 
the agency which undertakes the valuation of the State 
Government property. 

(iv) A Ministry of the Government of India may also enter 
into separate contract with any local authority for the 
supply of water and electricity or scavenging or any other 
service; [It has been added that this arrangement -is sub¬ 
ject to review and modification, on the recommendation of 
the Taxation Enquiry Commission. Even otherwise, it 
has been stated that there wou-ld be a review at the end 
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of ten years to see whether any payment due to local 
bodies has been denied by the Central Government or 
whether the Central Government have accepted a larger 
liability than is warranted.] 

23. In respect of Union properties in Part C States, though 

Article 285 of the Constitution does not apply, 
Untoa Government section 21A of the Part C States Act has res- 
. States es n ar • tricted the levy of local taxes on these proper¬ 
ties. The exemption from taxes, however, will 
be available only from 18th March 1954 (the date of enactment of 
that section). We have thus, for the three sets of States, three 
different dates with effect from which the properties of the Central 
■Government are eligible for exemption from local taxes, etc., viz., 
1st April 1937 for Part A States, 26th January 1950, (the date on 
which the Constitution came into force) for Part B States and 18th 
March, 1954 for Part C States. In each case the exemption is 
relatable to properties not already assessed to such taxes on the 
relevant date. 

24. Even prior to 1st April 1937, railway properties were liable 

to local taxes only where the Central Govem- 
Ttaflway properties ment (Railway Board) notified the liability to 
pay the taxes to the local body under the Indian 
Railways Act, 1890. The Railways (Local Authorities Taxation) 
Act, 1941, empowered the Central Government to notify the liability 
of railway buildings to pay taxes to the local authorities. Accord¬ 
ingly, the Central Government did issue such notifications in respect 
of several municipalities and local areas. This was the position 
until 26th January 1950 when the Constitution came into force. In 
the case of service taxes, the Railway Board assumed liability only 
where the railways were benefited by the particular service and in 
proportion to the benefit received. For example, in the case of 
railway buildings in the State of Madras, the Railway Board noti¬ 
fied the liability of railway properties to local service taxes only to 
the following extent: 

Water and drainage tax — 

(a) Where railway has no direct benefit . . One-third of the tax. 

(b) Where the railway has only partial benefit . Half the tax. 

(c) Where railway has full benefit . . . Full tax. 

■Scavenging tax — 

(a) Where the railway has made efficient arrange¬ 

ments of its own for removal and disposal of 

rubbish . No tax. 

(b) Where the railway has made efficient arrange¬ 

ments for the removal of rubbish but where 
the local body is responsible for the final 
disposal of rubbish. Half the tax. 

Lighting tax — 

(a) Where the railway does not take power from 
the local body for its premises and where 
roads leading to the railway station are not 
lit by the local body. No tax. 
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(b) Where the railway does not take power from the 

local body for its premises, but roads leading 
to the railway station are lit by the local 
body ....... Half the tax. 

(c) Where the railway takes powei for lighting its 

premises.. Full tax (in addition to 

charges for consumption).. 

In respect of railway properties constructed or acquired after 
26th January 1950, the same principles are sought to be made appli¬ 
cable by the Government of India as they have enunciated in res¬ 
pect of other Union properties in the communication we have 
referred to above. 

25. The Constitutions of several countries provide for the ex¬ 
emption from local rates of the properties of the Government at 
the Centre; at the same time, in many cases, payments in lieu of the 
local rates are made to the local bodies by the Governments con¬ 
cerned. As we have seen, the Government of India have also, under 
the new orders, provided for the payment of certain charges in lieu 
of taxes payable to local bodies. We consider that these orders call 
for a certain degree of liberalisation. This is especially so in respect 
of such of the Union properties as pertain to commercial, semi-com¬ 
mercial and industrial departments like Posts and Telegraphs, 
Telephones, etc., and railway properties also. 

To illustrate our point, we may cite the instance of the Bombay 
Municipal Corporation which levies property taxes at a total rate of 
241 per cent, as follows: 

General tax (including the addition for fire service) 17 3/4 per cent. 

Water tax. ....... 3 3/4 per cent. 

Halalkhore tax.3 per cent. 


24I per cent. 


Out of these items, according to the formula indicated, the Gov¬ 
ernment would be paying the last two taxes in full; but they would 
hold themselves liable for only a small part of the first, and this 
would be in relation to specific services not otherwise covered, e.g., 
approach roads and lighting of approach roads. It may well be that, 
on this basis, the Central Government’s payment would amount to- 
about nine or ten per cent, as against the total levy of 24i per cent, 
on the normal assessee. 

Likewise, in Madras where the aggregate prgperty tax levied is 
23 per cent, (general tax 14£ per cent., water and drainage tax 3£ 
per cent., light tax two per cent, and education tax three per cent.), 
the Central Government, we may assume, would pay about seven 
per cent. 

26. We consider that, in fairness, the Central Government should' 
make the full contribution in respect of railway properties and 
other properties used for commercial or semi-commercial and indus¬ 
trial purposes, e.g., Posts and Telegraphs. With regard to such pro¬ 
perties of the Union, therefore, we recommend that the requisite 
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legislation should be passed by Parliament authorising the payment 
to local bodies of amounts equivalent to those which would have to 
be paid had the general and service taxes been levied in full. In 
respect of other properties, while we acquiesce in the position that 
payments will be made by the Union Government in accordance with 
the formula referred to above, we would emphasise that, in practice, 
the formula itself should be liberally interpreted and applied. We 
note that the working of this formula will be reviewed at the end of 
ten years. 

27. With a few exceptions (the Calcutta Municipal Corporation 

and the Howrah Municipality), all municipal 
Service taxes authorities are empowered to levy ‘service’ 

taxes, viz., taxes which are in addition to the general rate, which 
(like the general rate) are assessed on the annual value of 
properties and which are intended to cover the cost of specific 
services. Instead of levying a service tax, it is also provided 
in some of the enactments, that charges can be recovered by 
the sale of the service commodity directly, e.g., sale of water at 
the rate of so many rupees per thousand gallons. Water tax, 
drainage or halalkhore tax, scavenging tax, lighting tax, and fire 
tax are the important service taxes levied in various States. 

Certain features of the service taxes are that in most States: (1) 
the tax can be levied only after the concerned service has begun to 
be rendered; (2) it can be levied only in areas where the service is 
in fact rendered. 

If a service is rendered throughout the area of the municipal 
body, it matters little whether the expenses are to be covered by an 
increase in the general rate or by a special rate for the service. For 
example, in some States, where public street lighting is undertaken 
by a municipality a lighting rate is permissible; while in other 
States, the lighting of public streets is taken to be a normal func¬ 
tion of a municipality and it is covered by the general rate. How¬ 
ever, where the rate may be raised without much opposition if re¬ 
lated to a specific service such as water supply, drainage or pri¬ 
mary education, it might be advisable to levy a service tax rather 
than to raise the general rate. 

Where there is uneven development in the various areas covered 
by a municipality and services are rendered in certain localities 
while they are not available in others, it is equitable that the rate 
for the service should be limited to the area where the service is 
either in fact rendered or is likely to be rendered in the near future. 

28. Two problems arise in respect of the service taxes. The first 
is whether exemption from service tax also should be granted in 
respect of the properties which are exempted from the general pro¬ 
perty tax. In most States, the service taxes are payable even on 
properties exempt from the general tax. We recommend that this 
practice should be uniformly adopted in all the States. 

The second problem is whether the rate of the service tax should 
be so fixed that it secures a yield covering the entire cost. Accord¬ 
ing to the Local Finance Enquiry Committee it is neither desirable 
nor practicable to insist that services in respect of which service 
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taxes are collected should be exclusively financed from the receipts 
of the respective service taxes. Where a separate tax is levied in 
respect of a service, it is desirable to ensure that the receipts are 
normally adequate to cover a substantial part of the expenses if 
not the entire cost. However, there is no need to lay down any 
hard and fast rule; each municipality should be left to fix its own 
rate, under the general guidance of Government, after taking into 
consideration the expenses incurred on rendering the services. 

29. We consider that the tax on lands and buildings should 

effectively take its place as the main source of 
Development of tax as j ncome Q f municipalities in all the States and 
somce of municip al that there should be less of reliance on the 
revenues indirect octroi and terminal taxes than is the case 

at present in some States. This, no doubt, is 
likely to be a gradual process especially in Part B States, but in 
our opinion, every possible step should be taken to bring about this 
result. 

We have recommended that this tax should be reserved for ex¬ 
clusive utilisation for or by the local bodies. We urge that, as far 
as practicable, it should be levied by all local bodies. One way of 
achieving this object would be for State Governments to prescribe 
in the enactments governing the municipal bodies this tax as a 
compulsorily leviable tax, at a minimum rate of, say, not less than 
three to six per cent, of the annual value (notwithstanding that a 
municipality might be raising sufficient revenues by other methods) 
the exact percentage being determined by the State Governments 
in the light of the circumstances in the State. Making the levy com¬ 
pulsory by statute would help the municipal authorities in imposing 
this tax, as, in that event, the responsibility for the tax will, in a 
sense, be transferred to the State Government. Another question 
that has to be considered is whether State Governments should fix 
a maximum rate. It is on the whole desirable to fix a maximum rate 
not for the purpose of preventing the local bodies from unduly ex¬ 
ploiting the tax—there is hardly likely to be any such danger—but 
for avoiding the necessity of the municipal body obtaining the 
specific sanction of Government to every change in the rate of the 
tax. Hence, in respect of this tax, we recommend that maximum 
rates should be prescribed and the municipalities left free to deter¬ 
mine the actual rate from time to time. 

30. The reluctance of municipalities to impose the property tax 

or to increase the rate of the tax to an adequate 
Acquisition of powers extent has prompted some State Governments 
by State Governments t a ke statutory power to compel municipalities 
evy U proper- to levy the property tax (and in some cases 
ty tax any tax) at a rate which may be considered 

necessary by the State Government. The Govern¬ 
ments of Madras, Andhra, Uttar Pradesh, Punjab and Madhya 
Bharat have now taken such powers. However, Madras 
appears to be the only State where the Government have, in fact, 
compulsorily raised the rate of property tax in the case of 
several municipalities. The Bombay Government have exhorted all 
municipalities to levy a consolidated tax on buildings and lands of 
not less than 20 per cent, of their annual value and has been endea¬ 
vouring to enforce its instructions by withholding or curtailing its 
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grants to such municipalities as do not raise the rate of the tax 
adequately. Similar action, we recommend, may be taken by other 
State Governments. 

31. As noticed in the previous chapter, two State Governments, 
viz., Bombay and Punjab levy what is known as ‘urban immovable 
property tax’—in effect a general property tax—and credit the pro¬ 
ceeds to State revenues as distinguished from those of local bodies. 

In Bombay, the tax is levied in the areas mentioned in the follow¬ 
ing table, at the rates shown against them: — 


Table 2. — The rates and levy of urban immovable property tax in 

Bombay State 


Area 

Rate of tax on buildings and lands in 
areas specified in column 1, the annual 
letting value of which 


(is less than 
R3. 500) 

ijs between 
Rs. 500 and 
Rs. 2,000 
both 
inclusive) 

(is more than 
Rs. 2,000) 

I. (i) The city of Bombay 

(2) The limits formerly included in the 
Municipal Boroughs of Bandra, Parle- 
Andhen, Ghatkopar Kirol and Kurla 

(3) The limits formerly included in the 
municipal district of Juhu 

(4) The limits formerly included in the 
notified area of Chembur. 

- Nil 

* 

2i per cent. 

5 per cent. 

II. The areas formerly included in the 

Poona City and Poona Suburban Muni 
cipal Boroughs and now forming part ot 
the City of Poona .... 

Nil 

2 per cent. 

4 per cent. 

III. The areas formerly included in the Ah- 
medabad Municipal Borough and now 
forming part of the city of Ahmedabad. 

Nil ] 

2i per cent. 

5 per cent. 

IV. (1) The Thana Municipal Borough 

(2) The Malad, Kandivli and Borivli 
Notified Areas 

(3) The Mulund and Bhayandar villages 
in Thana District and Sabarmati village 
in Ahmedabad District 

(4) The Ahmedabad, Poona and Kirkee 
Cantonments 

► Nil 

3 1 per cent. 

7 per cent. 


In the Bombay State, the tax was first levied in 1939. The imme¬ 
diate occasion for its introduction was the loss of revenue incurred 
by the State Government as a result of the enforcement of prohibi¬ 
tion in Bombay city and certain other areas. In Punjab, it is levied 
in 72 towns at a uniform rate of ten per cent. 

In respect of the levy of the State tax—assessment, collection etc 
the position m Punjab is different from that in Bombay. In 
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Bombay, the valuation of the properties by the municipal authorities 
is accepted by the State Government and the tax is levied on the 
basis of the rateable value (annual value) fixed by the municipal 
authorities. Moreover, the collection of the tax itself is entrusted to 
the municipal authorities, as agents of the State Government. In 
Punjab, the State Government value the properties independently 
and collect the tax themselves; in fact, the State Government levy 
this tax more extensively and more intensively than do the local 
bodies. The State tax covers 72 local areas as against 40 areas cover¬ 
ed by the corresponding local tax; and Government realise Rs. 40 
lakhs from the tax as against Rs. 21-4 lakhs realised by the local 
bodies. Unlike in Bombay, where the urban immovable property tax 
is confined to the areas of the corporations and to certain municipal 
areas adjoining the city of Bombay, the Punjab tax is levied in almost 
all areas served by the municipalities and town committees. 


It follows from the approach we have defined in another chapter 
and the general recommendation we have there made that, in our 
view, both Bombay and Punjab should hereafter follow, in respect 
of this tax, a policy which is based on the recognition that it pertains 
to the local sphere of revenue. The giving up of this tax by the two 
States immediately will, however, cause dislocation in their budge¬ 
tary position. 

32. We, therefore, recommend that the Governments should reduce 
their rate of tax as and when and to the extent that the municipal 
bodies concerned increase the rate of their tax (or, as the case may 
be—in Punjab levy it for the first time). The process may be 
spread over a period of five years, so that the transition may take 
place without serious dislocation to the budgets of the two States. 
At the end of five years, however, the State Governments concerned 
should cease to levy the tax. In the meanwhile, it is suggested that 
they should induce or compel the municipalities to levy it at rates 
which, from time to time, include the full rate given up by the State 
Government. These suggestions are a corollary to what we regard as 
one of our main propositions, viz., that, as part of the evolution of a 
proper system of local taxation, the property tax should be developed 
for, and as far as possible by, local authorities. 


33. As property forms the base for more than one tax, there is need 

Co-ordination of taxes * or . oo-ordination between the various taxes 
levied by different authorities. One context in 
P P ^ which this need arises is that of levy of income- 
tax on property-owners. We understand that the income-tax autho¬ 
rities generally accept the valuation made by the municipal autho¬ 
rities for purposes of income-tax. They are of course not bound to do 


so, and it is obvious that occasions for their making their 
own valuation will arise as long as numerous local authorities, some 
of them none too efficient, make their own individual arrangements 
for the assessment of rateable values. We recommend later in this 


chapter that the valuation of properties for the purpose of munici¬ 
pal taxation should be undertaken by independent State-wide 
agencies. When that is done, we recommend that the valuations so 


fixed for purposes of municipal property tax should, much more 
generally than at present, that is to say, almost invariably, be 
accepted by the Income-tax Department for purposes of levy of 
income-tax. 
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34. We have recommended that the levy of the property tax by 
State Governments should be gradually given up. Until that is done, 
there is need for co-ordination in the matter of assessment, etc., of 
the state and municipal taxes. In Bombay, as we have pointed out. 
such co-ordination already exists in that the municipalities as the 
agents of the State Government attend to both assessment and col¬ 
lection. We recommend that in Punjab, too, arrangements should 
be made to eliminate the duplication and harassment involved in two 
different authorities being engaged in the assessment of the same 
set of properties; wherever suitable, the State Government should 
accept the municipal assessments; and wherever necessary the 
arrangement may be the other way round, i.e., the State Depart¬ 
ment’s valuation should be the basis of the municipal tax also. 


35. There is also need to ensure that, as a result of the different 
taxes levied by different authorities, an undue burden in the aggre¬ 
gate is not placed on the property-owner. Since we envisage the eli¬ 
mination within a few years of the urban immovable property tax 
levied by State Governments, the residual problem in this context, 
will be that of co-ordination between the general property tax and 
the income-tax. Such co-ordination will consist in effecting the 
necessary adjustments in exemptions, concessions and deductions. In 
the computation of taxable income from property, certain deduc¬ 
tions from the gross income are allowed by the income-tax authori¬ 
ties. One of these deductions is in respect of what the landlord re- 
covers from his tenant as in effect the charges for municipal services 
enjoyed by the tenant. ‘Service rates’ as we have seen are some¬ 
times distinct from the general rate, but sometimes wholly or partly 
merged therein. The present practice is for income-tax authorities to 
allow as the relevant deduction an amount not exceeding half the 
total municipal rate (general rate, together with service rates, if any). 
This is further limited to 12£ per cent, of the annual value. We con¬ 
sider that there is a case for eliminating this latter maximum, and we 
recommend that the deduction should hereafter be placed at half the 
total municipal rate, whether or not such amount exceeds 12£ per 
cent, of the annual value. 

We also recommend that in consultation with the Ministry of 
Health, the Central Board of Revenue should examine whether the 
deductions permitted should not be raised. 

36. We have recommended that property tax should be developed 
as the backbone of municipal finance. It will be the one stable tax 
available to municipal bodies. It is, therefore, necessary to encour¬ 
age in every way its more intensive utilisation by municipalities. 


37. The defective assessment of properties for the purposes of the 
Assessment »nd property tax has been a subject of long standing 

collection of property complaint. Attention has been repeatedly drawn 
to the necessity for a radical improvement in the 
methods and machinery of assessment. Similar 
criticism is also directed to slackness in the collection of taxes. 
While our recommendations in regard to the general administrative 
set-up will, we are confident, help in improving the standard of 
■collection of taxes, special measures seem to be necessary in respect 
•of the assessment of properties. The evidence before us convinces 
. us that, except in a few areas, there has been little or no improve¬ 
ment in this branch of municipal administration and that assessment 
is still very defective. 
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The Governments of West Bengal, Bihar and Travancore-Cochia 
have stated that there is under-valuation of properties for assessment, 
to property tax in municipalities of their States. The Bombay Gov¬ 
ernment have pointed out that the valuation of properties is out of 
date in several cases in the municipalities of the State. The Hyde¬ 
rabad Government have observed that local bodies in the State do 
not make proper assessments, and most of the other States have also 
pressed similar views. 


At present the assessment work is done by the officers of a muni¬ 
cipality, or in some States, by the councillors themselves. In a num¬ 
ber of States, the State Governments lend the services of their officers 
for undertaking the periodical revision of assessment of properties. 
But quite often the officers whose services are so lent are deputed, 
from the Revenue or other departments of Government and the deput¬ 
ed personnel have no particular training in or experience of assess¬ 
ment work. Hence assessment remains unsatisfactory notwithstand¬ 
ing that it is done by officers deputed by Government. Further as. 
will be seen from Appendix F to this Volume, the assessments made 
by the officers of the Municipality or those deputed by Governments 
are at present subject to appeal to the elected body in most States. 
Quite often, any benefits derived from careful assessment are lost 
at the stage of appeal. In this context, then, the first requirement 
is an independent agency for assessing the value of properties; the 
second, that the officers constituting this agency should be specially 
trained for the efficient discharge of their highly technical duties; the 
third, that no revisional or appellate functions should be vested in 
municipal councillors. We have already in Chapter II dealt with 
these three aspects in the larger context of the reorganisation of 
municipal administration. 

(2) Betterment taxes and contributions 

38. In the context of municipal taxation, a ‘betterment’ tax or con- 
^ * S * n e ^ ec ^ a lev y on the increase in urban land values caus¬ 

al. , execution of a town planning or town improvement scheme. 
The Calcutta and Nagpur Improvement Trusts, Town Improvement 
Trusts in Punjab, and local bodies in Madras, Andhra and Bombay 
have the power to levy betterment contributions under their town 
planning Acts. The tax has been levied by some of these authorities. 


39. Certain difficulties have been encountered in the levy of better- 
Lew in Madras nn<i ment contributions under the Madras Town 
KXa “ Planning Act, 1920. The Act permits the 

recovery, in a specified number of annual ins¬ 
talments, of betterment contributions upto 50 per cent, of the 
increase in value caused by the improvement schemes; at 
the same time, it does not specify the exact means of 
determining such increase in the value as may bq attributable to 
the scheme alone. This has given rise, in specific instances, to the 
contention that the increases actually notified are not in their entirety 
attributable to the municipal scheme, that part of the rise in value is 
due to other causes, such as a general rise in price levels, and that 
to that extent an increase in value cannot be taxed under the Town 
Planning Act. For this reason, the Government of Madras propose 
to amend the Act so as to limit the total betterment contribution to 
the total outlay of capital on the improvement schemes concerned 
plus a small percentage to cover expenditure on the town planning- 
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staff and contingent expenditure. In actual practice, the Corpora¬ 
tion of Madras is now realising by way of betterment contribution 
only the total cost of the improvement schemes. 

40. In Bombay also, the ‘incremental contribution’ (betterment 
charge) payable by the plot-owners under the 
Levy in Bombay provisions of the Town Planning Act is in effect 
limited to the expenditure incurred on the scheme. 

In the city of Bombay, in addition, there is provision for the levy 
of betterment charges in respect of three kinds of schemes: — 

(a) improvement schemes; 

(b) clearance schemes; and 

(c) re-development schemes. 

Originally an ‘improvement scheme’ consisted in the acquisition of 
all or most of the properties in a demarcated area and their re-sale- 
by the corporation as ready-made building sites after the necessary 
improvements had been effected in the area as a whole. The corpo¬ 
ration recouped part of the cost of the scheme in the form of the 
excess of realisations over outlay. The present position is that a 
betterment charge can be levied in respect of any plot in lieu of its 
being acquired outright by the corporation and then sold by it. 

41. A ‘clearance’ scheme involves the wholesale demolition of all' 

. the buildings in a demarcated area except those buildings which are 
specifically exempted. The demolition is to be effected either by 
the owners of the buildings at their option or in the event of their 
failing to demolish the buildings, by the corporation itself after regu¬ 
lar acquisition of the properties in question. The amount of compen¬ 
sation payable by the corporation is limited to the value of the land; 
i.e., no claim for payment is entertained in respect of the buildings 
marked out for demolition. As a result of the scheme as a whole, 
including the subsequent development of the area, there is a rise in 
land values. In’ relation of such increase, a betterment levy is per¬ 
mitted on certain classes of lands, viz., those forming the sites of 
buildings exempted from demolition or demolished by their owners 
as well as those in the vicinity of the area thus ‘cleared’ by the demo¬ 
lition. On the lands which the corporation itself acquires in this 
process, there is of course no betterment tax; in place of it, there is 
the net gain which the corporation makes by selling the and at a 
higher price after the completion of clearance. 

The features of a ‘re-development’ scheme are more or less 
similar. Instead of demolition, however, the main process involved is 
that of re-construction of buildings. 

The levy of betterment charges by local bodies in India is limited 
in two ways; the first legal and the second practical. Legally, the 
levy is limited to ‘big schemes’ (town planning, improvement, clear¬ 
ance or re-development as the case may be) and does not extend to 
more restricted improvements such as the building of an over-bridge 
or the providing of a park. In practice, the betterment levy is limit¬ 
ed to the cost incurred on the scheme, though the relevant legal pro¬ 
vision purports to cover all increase in value which results from the 
execution of the scheme (and which of course, in the aggregate, may 
well be greater than the total cost incurred). 
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42. While the extension of the betterment levy to smaller improve¬ 
ments may seem attractive, the practical impediments are many. It 
is difficult to lay down concrete principles either for demarcating the 
area benefited by such improvement or for determining the proportion 
in which different properties in that area have benefited. The pro¬ 
cedure would in any case be complicated and, from the point of view 
of municipal revenue, the result might not be worthwhile. It may, 
in this context, also be pointed out that the provisions concerning 
•betterment levy have become almost inoperative, so far as the smaller 
municipalities are concerned, on account of the cost, litigation and 
procedural complexities involved. In regard to such municipalities, 
we would stress the need for effective aid from the machinery of the 
State for putting through improvement schemes as well as for formu¬ 
lating and imposing betterment levies in connection with such 
schemes. As for betterment levy generally, we see no reason why, 
with reference to any area, it should in the aggregate be limited to 
tiie cost of the project. We recommend that these levies, while aim¬ 
ing as a minimum at recovering such cost, should as a maximum aim 
at recovering from the beneficiaries not less than 50 per cent, of 
the actual increase in value subsequent to the scheme. To the extent 
that legal problems may arise in view of the difficulty of establish¬ 
ing a strict connection between the increase in value as statistically 
computed and the concrete improvements resulting from the scheme, 
we recommend that the provisions of the relevant Acts should be so 
amended as not to make the levy contestable in law merely because 
the increase may in part be due to reasons unconnected with the 
project. 

(3) Taxes on transfer of immovable property 

43. A notable item of local taxation in Madras and Andhra is the 
levy of a duty on transfers of immovable properties; this levy by local 
bodies is in addition to the usual stamp duty which the State Govern¬ 
ment themselves impose on such transfers. Municipalities levy 5 per 
eent. and district local boards and village panchayats levy 4 per 
eent. on the value of the property transferred. TheSe are the mini¬ 
mum rates they are obliged to levy under the relevant Acts. The 
corresponding stamp duty levied by the State Government is three 
per cent. The classes of transfers with which the local bodies are 
concerned are shown below, along with the basis of levy relevant 
to each class:— 


Description of transfer 


Amount on which duty should be levied 


(I) Sale of immovable property . . The amount or value of the consideration 

for the sale, as set forth in the instrument. 
<i(ii) Exchange of immovable property . The value of the property of the greater 

value, as set forth in the instrument. 

(4ii) Gift of immovable property . . The value of the property as set forth in the 

instrument. 

fiv) Mortgage with possession of immovabl The amount secured by the mortgage, as 
property set forth in the instrument. 

.(v) Lease in perpetuity ot immovablef pro- An amount equal to one-sixth of the whole 
perty. amount or value of the rents which would 

be paid or delivered in respect of the first 
fifty years of the lease, as set forth in the 
instrument. 
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44. At first, the duty was not leviable on exchanges of immovable 
property. As this led to evasion— e.g., a small piece of land would 
be thrown in with the cash to make a transaction of sale and pur¬ 
chase appear one of exchange of properties—exchanges also were 
made liable to the duty in 1950. 

45. When the deeds of transfers of immovable properties are 

brought for registration, the registration officer 
Method of collection of the State Government sees that the 
deeds are written on stamp paper of the 
requisite value, taking into account the stamp duty due to the State 
Government and the additional duty due to the local body. The 
Registration Officer keeps an account of the stamp duty paid on 
account of each local body. The amount due to each local body is 
calculated and adjusted to its credit every quarter from the State 
funds, after deducting three per cent, of the proceeds on account of 
collection charges. 

46. The income from the duty derived in 1952-53 by local bodies 
Income from the duty in the two States is shown below: — 


Madras (residuary State) Income in 1952-53 

(In lakhs of Rupees,) 

Madras Corporation 
Mofussil Municipalities 
District Boards 
Class I Village Panchayats 
Class II Village Panchayats 

Andhra 

Municipalities 
District Boards 
Village Panchayats 


Several minor village panchayats in Madras derive more revenue 
from this duty than from any other tax. 

47. In other States-, this duty is not commonly levied. The levy 
exists in the Bangalore Municipal Corporation and a few municipali¬ 
ties in Mysore, the rate varying from one per cent, to two per cent. 
In 1952-53, the Bangalore Municipal Corporation and the Mysore City 
Municipality derived an income of Rs. 2 lakhs and Rs. 7,500 respec¬ 
tively from this source. In the city of Calcutta, the duty is levied 
at two per cent. The income from this duty which is Rs. 12 lakhs a 
year is however credited to the Calcutta City Improvement Trust. A 
duty at not more than two per cent, is levied also in the cities of 
Kanpur, Lucknow, Allahabad, Banaras and Agra in Uttar Pradesh 
in aid of- the Improvement or Development Trusts of these cities. 
The Hyderabad Municipal and Town Committees Act, 1951, empowers 
Municipal and Town Committees in the State to levy a tax on 
transfers of immovable property with the sanction of the State 
Government. The PEPSU Panchayat Raj Act provides that village 
panchayats may, with the previous sanction of the State Government 
levy a tax on transfers of immovable property at a rate not exceeding 
■two per cent, of the value of the properties. 

48. For local bodies generally, and for urban bodies in particular, 
'this is a very suitable item of taxation. The efforts of different sec¬ 
tions of the local community, besides the amenities provided and the 


9-25 

15-86 

55-75 

10-87 

32-58 


8-07 

15-44 

N.A. 
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programmes persued by the local authorities, are often in no small 
measure responsible for the increase in value of sites and buildings 
in urban areas; and a duty on the transfer of such properties is an 
appropriate way of securing a share of the increase to local bodies. 
As in Madras and Andhra, the local tax can be collected along with* 
the State’s stamp duty without much cost to the local authorities. 
The revenue possibilities are not inappreciable. We recommend the 
levy of a duty of this kind by all municipalities and corporations. 
The Acts concerned should make the levy compulsory at a minimum, 
rate of two per cent. The levy will, of course, be in addition to the 
stamp duty collected by the State. For other categories of local 
authorities, however, viz., for village panchayats, district boards, 
notified area committees, etc., we recommend that the levy of the* 
duty should be optional. 


(4) Land cesses 

49. Land cesses—also variously known as local fund cesses, local 
cesses and local rates—constitute the principal source of tax revenue 
of district local boards. The land cess is in the nature of a sur¬ 
charge on land revenue and is usually collected by the State Gov¬ 
ernments along with land revenue and credited to the local boards. 
In most States, no deduction is made for collection charges. In 
Assam, Mysore, Hyderabad and Himachal Pradesh, however, collec¬ 
tion charges are deducted before making over the receipts to the- 
local boards. In West Bengal and Bihar, the cess is levied on the 
basis of the total annual rent payable for the land. In Mysore, land 
cess is leviable also on forest revenue. 

50. Sometimes, out of the proceeds payable to the local boards*, 
village panchayats get a share of the land cess attributable to the 
particular villages, while, in other instances, the panchayats have 
separate proportions fixed with direct reference to land revenue or 
are authorised to levy a distinct land cess of their own. The follow¬ 
ing are details for some of the States: — 

Table 3 . —Share of land cess granted to village panchayats in 
different States 


Orissa 


. 




• 1/3 

Madras 

. 



. 

. 

1/4 

Andhra 

• 

. 

. 

. 

. 

1/4 

Assam 

* 

• 

* 

* 

* 

. Upto one anna in the rupee of 
land revenue. 

Hyderabad . 


. 

, 



i /3 

Madhya Bharat 


. 

. 

. 

. 

t /3 I 

Himachal Pradesh 






. There are no district boards Jin* 
this State. Land cess at 25 
per cent, of land revenue is 
being levied. Government 


propose to give the revenue 
from the cess to village pan¬ 
chayats after deducting collec- 
tion charges. 

Travancore-Cochin ...... Panchayats are allowed to levy 

land cess at i| pies for every 
4 cents of land. 

Bhopal .One anna injthe rupee of land 

revenue. 
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51. In some States, a separate cess is levied for financing primary 
.education or a definite proportion of the cess income is earmarked 
■for expenditure on primary education. In PEPSU and Saurashtra 
no cess at all is levied. The income derived by local bodies from 
land cess has not risen appreciably because land revenue itself has 
been relatively static. To the extent, however, that rates have been 
increased in certain States, there has been an increase in the receipts 
from land cess. This is one of the factors to be taken into account 
ns explaining the following figures: — 


Name of State 


Income 
from land 
cesses in 
1946-47 

Income from land 
cesses in the latest 
year for which figures 
are available 
(In lakhs of Rs.) 

Bihar 


85-1 

145-2 (1950-51) 

Bombay 

. 

61-7 

105-4 ( 1952 - 53 ) 

Madras (composite State) 

. 

182-5 

276-0 ( 1952 - 53 ) 

Orissa . . . . 

. 

6-5 

16-1 ( 1951 - 52 ) 

Punjab . 


. . 25•8 

63-4 ( 1951 - 52 ) 


52. The abolition of zamindari is responsible for certain special 
features connected with land cess. In Madras, where land cess was 
based, in zamindari areas, on the rents payable to zamindars, a 
reduction in the receipts was implicit in the reduction of those rents 
to the levels of the ryotwari assessments of neighbouring areas. But 
the decrease has been more than offset by an increase in the rate 
of education cess. In Uttar Pradesh, consequent on the abolition of 
zamindaris, the cess is merged in land revenue and the district boards 
now get compensatory grants from Government in lieu of land cess. 

53. The total annual income from land cess in all the States is 
Rs. 731 lakhs. Statistical Appendix 21 gives in detail the basis and 
rate of land cess, including education cess, for the several States. 
The figures in "Statistical Appendix 22 relate to the annual income 
derived from this source in the several States, and the proportion 
which it bears to the total income of the boards from all sources. 

54. Where land cess is levied on the basis of land revenue, the 

cess is definite and easily determinable, and in 
Basis of levy of land the States where this basis has been adopted the 
cess system has been working satisfactorily. We 

have already noticed the features which specially pertain to the 
former zamindari areas. It is only in the States of West Bengal 
and Bihar that land cess is levied on the basis of the annual rental 
value of the lands. This is independently calculated and has no 
direct relation to land revenue. In Bihar the annual value includes 
not only revenue or rent but also income from hats, bazaars, ferries, 
fairs and fisheries. In West Bengal, the annual value of lands is 
determined by either of the following methods: — 

(1) Taking the annual value as the total rent payable or, if no 
rent is actually payable, the rent which would, on a 
reasonable assessment, be payable by the cultivating 
ryots; or 
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(2) Calculation of annual value on the basis of the ‘acreage' 
rates fixed for each district with reference to the produc¬ 
tivity of land in the area, price of agricultural produce 
during the preceding five years, the acreage rate not 
exceeding the value of 1/5 of the gross produce per acre. 

These formulae are obviously complicated; but the need for 
resorting to them will disappear with the completion of the process 
of abolition of zamindaris and the fixation of land revenue assess¬ 
ments directly payable to Government. 

55. Land cesses themselves, at the present low levels at which 
they are levied, we regard as a feature to be replaced by more 
appreciable surcharges on land revenue. As explained in the section 
of the Report which deals with land revenue, we consider that such 
surcharges should be the exclusive province of local bodies and 
should not, except during a short period of transition, be any longer 
levied by State Governments. 


Earmarking 
cess for 
purposes 


of land 
various 


primary education. 


56. A single cess, i.e., one not made up of different earmarked 
cesses, is levied in the States of Punjab and 
Coorg. In Bombay State, fifteen pies out of a 
total levy of three annas are earmarked as a 
contribution towards the expenditure on 

In Hyderabad State, three pies out of a total 
levy of one anna are earmarked for education. Madras, Andhra, 
West Bengal and Mysore have each a separate cess for elementary 
education. In West Bengal, there is also a cess for public works. 
We consider that the balance of advantage rests with a single 
consolidated cess, and that individual earmarked cesses are justifiable 
only when the earmarking has the effect of reducing resistance to 
an intended increase in the total cess. 

57. In Punjab, many district boards levy the cess at eight annas in 

Rate of cess the rupee of land revenue while in Madras and 

*. Andhra, most district boards levy it (inclusive 

of education cess) at five annas. Considered even as cesses, i.e., 
apart from the more substantial surcharges we contemplate, the 
following rates in certain States are in our opinion inadequate and in 
some instances far too low: — 


Total existing rates of 

State cesses per rupee of 

land revenue or annual 
rental value 


Assam 





2 annas 

Bihar 


. 



2 annas 

West Bengal 



. 


21/4 annas 

Travancore 


. 

• • 


1 i pies for 4 cents 

Mysore 



. 


2 annas 

Hyderabad 


. 

* 


One anna 

Rajasthan 


• 

. 


One anna 

Madhya Bharat 





2 pies 


We recommend, as minimum land cess, a levy of three annas on 
every rupee of land revenue. We also recommend that States, which 
have not yet introduced a land cess, should do so now. 












58. Land cess is usually collected by the Revenue Department of 
the State Governments along with land revenue. 
Collection of land cess This system is generally satisfactory, though in 
certain zamindari areas (iein Bihar and West 
Bengal) there are large arrears of land cess for the collection of 
which special efforts will need to be made. In certain States, e.g., 
Uttar Pradesh and Saurashtra, some village panchayats have been 
entrusted with the collection of land revenue as an experimental 
measure. 

We endorse the practice which exists in most States today, viz., 
for the agency which collects the land revenue to collect also the land 
cess on behalf of the local bodies. 



CHAPTER IV 

OTHER LOCAL TAXES 


1. Octroi and Terminal Taxes 


Out of a total tax revenue of Rs. 42 crores for all municipalities 
•and municipal corporations, an amount of Rs. 11 crores or 26-2 per 
cent, is accounted for by octroi and terminal taxes on goods. As 
will be seen from Statistical Appendices 23 to 26 the proceeds 
from these taxes constitute the largest item of receipts for the muni¬ 
cipal bodies in Bombay, Madhya Pradesh, Punjab, Uttar Pradesh, 
Madhya Bharat, PEPSU, Rajasthan, Saurashtra, Delhiand Himachal 
Pradesh. Octroi, in particular, has assumed growing 'importance in 
recent years. The number of local bodies—including village pancha- 
yats—which levy it has been steadily on the increase. Also, more 
and more articles have tended to be included in octroi schedules, 
and the rates themselves stepped up from time to time. 


2. Octroi and terminal taxes on goods and passengers are leviable 
_ ... . . by different authorities under Item 89 of the 

Constitutional position T / nion List and Items 52 and 56 of the State 

List. The Constitutional position may be thus indicated: — 

A. Taxes on goods 


Leviable by the State 
(and local bodies) 


Leviable by the Union 
Government 


( 

(l) Taxes on the entry 
of goods into a 
■local area for con¬ 
sumption, use or 
sale therein; (popu¬ 
larly known as 
octroi when levied 
by local bodies and 
‘cess’ when levied 
by the State—Entry 
-52 of List—II) 


(2) Taxes on goods 
carried by road or 
inland waterways 
(Entry 56 of List II) 


(3) Terminal taxes 
on goods carried by 
railway, sea or air. 

(4) Taxes on railway 
freights (Entry 
89 of List—I) 


B. Taxes on passengers 


r 

Leviable by the States (and local bodies) 


. —^ 

Leviable by the Union Government. 


<i) Taxes on passengers carried by road 
or inland waterways (Entry 56 
of List II). 


(2) Terminal taxes on passengers carried 
. by railway, sea or air. 

(3) Taxes on railway fares. 


3. It will be noticed that terminal taxes on goods (or passengers) 
carried by railway, sea or air can now be levied 
Taxes on goods only by the Union Government; at the same 

time, the Constitution provides that the proceeds from taxation of 
this type shall be distributed to the States; further, such local bodies 
as were already levying such taxes when the Constitution came into 
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force can continue to levy them without, however, adding to the 
items or increasing the rates. From the point of view of States and 
local bodies, therefore, terminal taxes on goods and passengers car¬ 
ried by railway, sea or air are now a ‘frozen’ source of revenue: a 
fact which in part explains why municipalities have been more and 
more turning to octroi and why certain State Governments have been 
encouraging them to change over from terminal taxes to octroi duties. 
Thus in Punjab and Madhya Pradesh, for example, there is a marked 
movement towards octroi duties and away from terminal taxes. In 
Punjab, out of 94 municipal bodies, 72 levy octroi and 2 terminal tax; 
in Madhya Pradesh, out of 112 municipalities, 49 levy octroi and 26 
terminal tax; in Uttar Pradesh, out of 120 municipalities, 47 levy 
octroi and 20 terminal taxes. The only important bodies which still 
rely on terminal taxes are the Delhi Municipality and some munici¬ 
palities in Uttar Pradesh. Statistical Appendices 23 and 24 give the 
income of the municipalities from octroi and terminal taxes res¬ 
pectively. 

4. Though the term ‘octroi’ is not used in the Constitution, the 
tax itself which goes by that name is covered by entry 52 of the State 
List which mentions “taxes on entry of goods into a local area for 
consumption, use or sale therein”. Some of the States (e.g., Punjab 
and PEPSU) have now included either in the Municipal Acts or in 
the rules regarding the levy of octroi, a definition of octroi as a cess 
or tax on the entry into the municipal area of goods for consumption, 
use or sale therein. While, with reference to goods, octroi can be 
levied on only those which enter a specified area, terminal tax can 
apply to goods which leave the area as well as those which move 
into it. Further, while octroi is confined to goods, terminal tax 
extends to passengers as well. But the most important difference 
lies in the requirement peculiar to octroi that, for this tax to become 
leviable, the goods must not only enter the area, but must be “for 
the purpose of consumption, use or sale therein”. Usually, this 
requirement is sought to be satisfied by (a) the ab initio exemption 
of the goods which merely pass through the area, whether the exit 
is immediate or after an interval, or (b) by the subsequent refund 
of the tax collected on such goods. Exemptions and refunds, there¬ 
fore, are the distinguishing features of the octroi system. 

5. Refunds are readily susceptible of abuse: an elastic system of 
refunds may result in municipal revenues being cheated by too free 
an admission of false claims, while a rigid system of refunds may 
result in delay and in harassment to the consignors and consignees 
of goods. In either case, of course, there is much scope for mal¬ 
practices and corruption. 

6. In this connection, the Punjab Government have evolved a 
system of “octroi without refunds” and, with certain modifications, 
this has been adopted by the PEPSU Government. One of the main 
problems which any system of octroi must set itself to solve, in 
respect of the articles covered by its schedule, is to distinguish 
between those which are, and those which are not, for local use, 
consumption or sale, since octroi is leviable on the former but not on 
the latter. In theory, the administrative arrangements for enforcing 
this distinction may operate at the point of entry (accompanied by 
exemption) or at a later stage (accompanied by refund) or at both 
initial and subsequent stages (involving exemptions where possible 
318 M. of F.—26 
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and refunds where necessary). Also theoretically, a maximum of con¬ 
venience and equity could be secured if all articles not meant for local 
use, etc. could at the very outset — i.e., at the point of entry—be readily 
demarcated from the rest and exempted forthwith, whether they are 
in the immediate transit through the area or are intended to be sent 
out after an interval. To the extent this can be done, exemptions 
can take the place of refunds; and in the event of its being possible 
to do this, without exception, for all articles which enter the area, 
exemptions can wholly replace refunds and the system becomes one 
of “octroi without refunds”. In actual practice, the administrative 
problem is that of making arrangements at the point of entry which 
are not only effective from the point of view of the municipality, but 
equitable from the point of view of the tax-payer. Arrangements 
which fulfil this two-fold requirement are particularly difficult to 
make in respect of goods which, according to purport, will remain 
in the area for some time and then go out. Sometimes, in an effort 
to reduce these difficulties, resort is had to the contestable legal fic¬ 
tion that where goods are not removed from the municipal area with¬ 
in a prescribed period they would be really for local consumption, 
sale or use. Where such goods are really intended for another desti¬ 
nation, the system merely amounts, in the particular context, to 
levying a terminal tax in the guise of octroi. At the same time, in so 
far as the system is based on exempting beforehand goods which are 
in transit and levying the duty of octroi only on the other goods, it 
may be said that octroi without refunds is an improvement over the 
ordinary octroi, viz., charging the duty on all goods and later giving 
a refund when applied for. It is clear that the improved method 
can be put to effective use only in those municipalities in which most 
of the goods entering the municipal limits are for local use or con¬ 
sumption; in other words, where the volume of goods in transit, 
immediately or after an interval, is small in comparison with the 
volume of goods for local use. It appears to us that in an appreciable 
number of instances in PEPSU, the tax that is collected is in sub¬ 
stance a terminal tax, and only in name an octroi. Even so, to the 
extent that what is levied is a terminal tax on goods carried by road, 
the levy is quite constitutional; while, to the extent, if any, that it 
operates as a terminal tax on goods carried by railway or air, it is 
not of course, except as a Union tax, permissible under the Constitu¬ 
tion. 

7. Octroi and terminal taxes, as a form of levy by local bodies, 
have been the subject of much criticism from many quarters and at 
different times. In the last century as well as this, unsuccessful 
attempts were from time to time made to render these duties “as 
harmless as possible” by adopting various devices to localise their 
incidence and to rid them of their administrative defects. Some of 
these efforts were made by the Government of India. It was sought, 
firstly, to restrict the tax to a few articles of local consumption and 
secondly, to moderate the rate on necessaries of life. A rule was at 
one time laid down that articles liable to customs duties and the pro¬ 
perty of Government should be exempt from taxation. To prevent 
octroi operating as a terminal tax at higher rates, the municipalities 
were required to provide warehouses and other conveniences for the 
storage of goods in transit. In 1877, Government prescribed a stand¬ 
ard of yearly consumption of dutiable goods per head of municipal 
population by reference to which the excess of the amount paid as 
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octroi over the amount properly payable could be calculated, the 
excess being taken as the measure of the extent to which octroi had 
become a transit duty. All these devices achieved little that was 
tangible in the way of elimination of these duties from the scheme of 
local taxation. Octroi being considered the more abnoxious of the 
two taxes, substitution of the terminal tax for octroi was, for a time, 
considered a move in the right direction, and one which might ulti¬ 
mately lead to the effective elimination of indirect taxation by local 
bodies. This course was approved by the Government of India in 
their Resolutions of 1915 and 1917, but it was soon apparent that the 
substitution of the terminal tax for octroi was coming to be regard¬ 
ed as an end in itself and was by no means leading to the replace¬ 
ment of both by forms of direct taxation. After the Reforms leading 
to ‘dyarchy’, the Government of India could no longer exercise con¬ 
trol over the levy of octroi and terminal taxes by local bodies. Its 
subsequent interest was mainly in the prevention of undue exploita¬ 
tion of terminal taxes, not so much of octroi, this was because termi¬ 
nal taxes were largely collected through the agency of the railways 
and it was feared that a stage might be reached when the levy of 
these taxes would have an adverse effect on the earnings of Railways. 
Eventually, as we have seen, terminal taxes on goods and passengers 
other than those carried by road and inland waterways have been 
transferred from the States’ sphere of taxation to that of the Union. 
This came to be effected in two stages: in so far as the taxes pertain 
to rail-borne or sea-borne goods and passengers, the relevant power 
was transferred to the Central sphere under the Government of 
India Act of 1935; and, when the Constitution was passed, the parti¬ 
cular entry in the Union List was enlarged to include also the goods 
and passengers carried by air. The Local Finance Enquiry Com¬ 
mittee has recommended that terminal taxes should be transferred 
to the State List to enable them completely to eliminate octroi and 
to replace it by terminal taxes. “We would urge on the Government 
of India” says the Committee “to reconsider the position and arrange 
to transfer this entry back again to the State List. It seems to us 
that the object which the Government of India apparently had in 
view in centralising terminal taxes, viz., to prevent the imposition 
of abnoxious levies on trade and commerce is being defeated and in 
place of a lighter burden is being substituted a heavier burden in the 
shape of octroi”. 

8. The desirability of substituting terminal taxes on goods for 
octroi has therefore to be examined in some detail both generally 
and from the specific points of view of the taxing authority, the tax¬ 
payer and the consumer. As a tax with a ‘local base’, octroi is a more 
suitable item of local taxation than terminal tax; more explicitly, 
while octroi is payable only on goods which are used, sold or con¬ 
sumed within the local area, the terminal tax can be levied also on 
goods whose destination and consumption are outside the local area. 
It does in fact happen that terminal tax is extended to goods which 
are merely in transit, i.e., are not even temporarily detained in the 
area of the taxing authority; and to the extent that several authori¬ 
ties may thus tax the goods in transit, a tax of this kind is undoubted¬ 
ly open to special objection. While this problem has not arisen for 
rail-borne goods because local bodies have not attempted to tax goods 
which merely pass through their stations, it does frequently arise in 
the case of goods in transit by road. From the point of view of the 
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taxing authority (the municipality), the terminal tax has the virtue 
of being simpler to administer than octroi. It is true that either tax 
involves the maintenance of road barriers, and the arming of petty 
officers with relatively wide powers. It is the absence of refunds 
that makes the terminal tax more attractive, administratively and 
financially, to municipalities. Special administrative arrangements 
and a somewhat complicated procedure are inseparable from a system 
of refunds; and since the amounts to be refunded (which are some¬ 
times large) can only be determined after investigation of claims, 
an element of uncertainty about the final revenue is often a feature 
of the operation of the system. Moreover, refunds offer larger scope 
for corruption. For the taxpayer (usually the trader), the terminal 
tax has one advantage, viz., that there is no need to make large tenta¬ 
tive payments initially and then, after varying intervals, get the 
payments refunded. In all other respects, the liability and harass¬ 
ment are more or less the same. The exact effect on the consumer 
is difficult to evaluate but, for him both octroi and terminal taxes 
represent roughly the same burden. If goods in transit have to pay 
terminal taxes at half a dozen places, the total burden is sizeable and 
is reflected in higher prices. Likewise, the cost involved in obtaining 
refunds at half a dozen places on the route affects the prices which 
the consumer pays. In this respect, however, the development of a 
system of exemptions, replacing the refunds, however, tilts the 
balance in favour of octroi. 

9. Since from the point of view of the two principal parties con¬ 
cerned, viz., the taxing authority and the taxpayer, the terminal tax 
has significant advantages, most State Governments are in favour of 
octroi being replaced by terminal taxes. If this is to be done, it is 
obvious that goods carried by rail cannot be discriminated against, 
i.e., terminal taxes cannot be levied only in respect of rail-borne 
goods; but corresponding taxes must be levied in respect of goods 
carried by road also. The levy of terminal tax can always be effi¬ 
ciently organised in respect of goods transported by rail; but that is 
no solution by itself, for an essential requirement is the comple¬ 
mentary enforcement of a not less efficient system of levy on the 
parallel transport of goods by road. This requirement is not likely 
to be fulfilled until the road transport of goods is much more effec¬ 
tively brought under public or semi-public control—possibly even 
State and municipal ownership—than is the case at present. For 
several years to come, therefore, it would appear that the rail-road 
integration needed for a proper system of terminal tax can be 
achieved only in a few restricted areas. Thus, a town which happens 
to be accessible almost exclusively by rail, or one in which goods 
transport by road is the monopoly of the State Government, the 
municipality or a co-operative organisation, might be well suited for 
levying a terminal tax. Such towns, however, would be very few in 
number. Each case would have to be dealt with on its merits. We 
recommend that the Government of India should consider favourably 
the levy of a terminal tax on goods under the entry in the Union List, 
in all municipal areas in which it can suitably be levied, an important 
criterion of suitability being the existence of features which make it 
possible to impose and enforce, under the entry in the State List, a 
parallel levy on goods transported by road. For practical reasons, 
it is necessary that the Union should have an effective voice in decid¬ 
ing whether such circumstances do exist in an individual case. We 
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express the hope that the Central authorities concerned will adopt a 
sufficiently responsive attitude in this matter and in suitable cases, 
readily co-operate with the local authorities by imposing a terminal 
tax on rail-borne (also sea-borne and air-borne) goods to supple¬ 
ment a similar tax on goods carried by road. The proceeds of the 
Union tax should be made over to the municipality concerned. It 
follows that, in our view, the relevant entry—“terminal taxes on 
goods carried by rail, sea or air”—should remain in the Union List. 
The reason, as we have indicated, is that the final decision in regard 
to the suitability of this levy in any individual case must rest with 
the Union. 


10. We are aware that while our view is that octroi is unsatis¬ 
factory, our recommendation will leave local bodies free to continue 
the levy of this tax. Unfortunately, on any except a long-range view 
of the situation, it is not practicable to envisage the wholesale aboli¬ 
tion of octroi. It is obvious that, unless adequate alternative 
resources are developed by or for the local bodies, such a course will 
have extremely, adverse effects on several municipalities and muni¬ 
cipal corporations. Property tax can undoubtedly be developed 
much further in certain States; indeed it remains to be introduced 
in States like PEPSU, Rajasthan and Saurashtra, while there is con¬ 
siderable scope for extending it and increasing its rates in Uttar 
Pradesh, Punjab, etc. The fact has nevertheless to be faced that, 
in some of these areas, the process is likely to be gradual, though we 
trust it will not be unduly slow. Moreover, apart from the con¬ 
sideration that, in all these cases, the levy of property tax can perhaps 
validly be regarded as a means of securing much needed additional 
revenue, the prospect of the receipts from this levy equalling or 
nearly equalling the present proceeds from octroi may be said to be 
rather remote. Briefly, either now or in the imrqediate future, it is 
impossible to conceive of alternative sources of local taxation which 
will give the eleven crores odd of revenue which octroi today 
provides. The elimination of octroi from the tax system of local 
bodies should undoubtedly be aimed at; but it has inevitably to be a 
long-term aim. To explain why this must be so, we may consider 
what would seem to be the two logical directions in which octroi can 
without much sacrifice of revenue, be transformed into a better form 
of taxation on a country-wide scale: (i) its conversion into a terminal 
tax operated not necessarily by each municipality, but for a number 
of municipalities comprised in a convenient regional unit, and levied 
through the agency of the combined transport system (road, rail etc ) 
when that is better organised and co-ordinated, and (ii) its conversion 
into a surcharge on sales tax when the sales tax system itself is well 
established and efficiently administered in the generality of States 
For the reasons we have already indicated, the first of these as a 
possibility, may be relegated to the distant future. The second 
though not quite as remote a possibility, is also in the nature of a 
long-term solution. A municipal surcharge on sales tax is in essence 
the levy by the State Government of a higher rate of sales tax on 
certain goods (e.g., foodgrains which figure in most octroi schedules) 
sold to residents of particular municipal areas, and the distribution to 
the municipalities concerned of the additional receipts thus derived 
In most States, such a development is now precluded if only by the 
consideration that the sales tax administrations are not capable of 
shouldering additional responsibilities of the complicated nature 
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iavelved in the proposal. Attention meanwhile has therefore to be 
confined to eliminating the more palpable evils of the octroi system. 

11. Since some of the features connected with “refunds” consti¬ 
tute one of the chief drawbacks of octroi, it is obviously desirable 
that the system itself should be so designed as to curtail the occasions 
for refund to a minimum, if not eliminated altogether. But that 
throws a corresponding obligation on the municipality to ensure that 
what in effect is a terminal tax is not collected either (i) at the point 
of entry on goods in transit or (ii) either then or at a subsequent 
stage on goods intended to be despatched elsewhere after temporary 
retention in the area. For its fulfilment, the first of these require¬ 
ments is largely dependent on good staff and efficient supervision. 
The second may well involve bonded warehouses in the bigger muni¬ 
cipalities and analogous, but simpler, arrangements in the smaller 
ones. Moreover the legal fiction should not be created that goods 
which stay in the area for more than a very short period are really 
goods for local use or consumption. With such modifications as may 
be necessary in the light of the foregoing considerations, the Punjab 
system of octroi without refunds may be said to provide the basis for 
a workable solution. Further, in regard to octroi generally we sug¬ 
gest that the following reforms should be introduced in the system 
of levy: — 

(1) Octroi should ordinarily be levied on the basis of weight 
and not ad valorem since the latter adds to delay and 
harassment. 

(2) A model schedule should be prescribed by State Govern¬ 
ments in all the States. This schedule should omit articles 
which involve undue harassment to small vendors ( e.g 
of vegetables, milk, etc.). 

(3) The collection of octroi should not, as it at present is in 
many municipalities, be virtually left in the hands of the 
subordinate staff but should be supervised frequently and 
effectively by the higher executives with a view to check¬ 
ing corruption and preventing harassment. 

(4) Increases in existing rates of octroi on articles of food 
should not, save in the most exceptional circumstances, be 
permitted by State Governments; this follows from the 
considerations firstly, that octroi should be regarded as a 
diminishing, and not increasing, source of revenue; and 
secondly, that articles of food would under the multi-point 
sales tax system suggested by us, be subject to sales tax 
levies, and an increase in the rates of the octroi, if any, 
levied on them would add unduly to the tax burden on 
consumers of small means. This is specially essential in 
view of the fact that at present nearly 50 per cent, of the 
revenue from octroi is derived from articles of food. 
(Statistical Appendices 27 and 28 may be seen as instanc¬ 
ing the cases of Amritsar and Patiala municipalities). 

(5) The introduction of terminal tax or switch over from 
octroi to terminal tax may be permitted in cases of the 
type we have earlier mentioned. This, of course, will have 

... to be done in co-ordination with the Railway Board. 
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12. One of the varieties of terminal tax is that levied on passen¬ 

gers to pilgrim centres. This is popularly known 
Terminal tax on as ‘pilgrim tax’ and is levied in a number of 

passengers pilgrim centres all over the country. In some 

places, e.g., Puri and Gaya, the proceeds are credited, not to munici¬ 
pal committees, but to ad hoc bodies like lodging house committees. 
These taxes are for the most part levied on railway passengers and 
were in existence prior to the transfer of the relevent tax power to 
the Central Government under the Government of India Act, 1935. 
There appears to be only one case of the levying of this tax after its 
transfer from the State List, viz., at the time of the recent Kumbha 
Mela at Allahabad. 

13. A terminal tax on passengers may, of course, be levied also at 
places other than pilgrim centres. Of such a tax, however, there 
would appear to be only one instance, viz., that on passengers bound 
for Calcutta (including Howrah). The tax is levied under the provi¬ 
sions of the Calcutta Improvement Trust Act and the proceeds are 
credited to the Trust funds. 

14. A demand has been put forward on behalf of local bodies and 
supported by State Governments that pilgrim taxes should be ex¬ 
tended to places of pilgrimage generally and in particular to all such 
centres of pilgrimage as are called upon to provide various civic 
amenities to large visiting populations. We support the proposal. 
On pilgrims arriving by rail, the levy has to take the form of a termi¬ 
nal tax under entry No. 89 of the Union List. At the same time, of 
course, a parallel tax has to be levied by the State Governments on 
passengers making use of road transport. There are many pilgrim 
centres of relative importance to which the tax could be extended 
on these lines. We recommend that the Railway Board take suitable 
measures to levy a terminal tax in such cases on the recommenda¬ 
tion of the State Governments. The tax may be levied for part of 
the year or all the year round according as pilgrimage to the place is 
during certain seasons or throughout the year. 

15. We also consider that a terminal tax at a low rate on long¬ 
distance passengers—the limit might be, say, 150 miles—is a suitable 
way of obtaining for the municipalities concerned some contribution 
from the visiting population which makes use of the amenities pro¬ 
vided. Such a tax would of course have to cover all the main forms 
of transport and would therefore have to be levied under a concerted 
scheme, by the State on passengers travelling by road (particularly 
by bus or car) and by the Union on rail-borne and other passengers. 
We recommend that, for the benefit of the municipalities concerned, 
a co-ordinated terminal tax of this type should be levied in cities 
with a population of over five lakhs. 


2. Tax on Professions, Trades, Callings and Employments; 
and Tax on Circumstances and Property 

16. The profession tax figures in entry No. 60 of the State List: 
„ , , “taxes on professions, trades, callings and em- 

™f£ d0nal ployments”. Article 276 of the Constitution 

P o mon provides that its levy shall not be invalid on the 

ground that it relates to a tax on income. The maximum amount 
that can be levied on any one person by any State or local authority 
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is Rs. 250 per annum. Levies above this limit are protected by a 
saving clause, provided they were in force immediately before the 
commencement of the Constitution. 


17. No such limit existed under the Government of India Act, 


Previous limita¬ 
tions on the levy 
of the tax 


1919. It was open to the Provincial Legislatures 
to fix maxima in their discretion. In the then 
Province of Madras, for example, a limit of 
Rs. 1,000 was fixed for the city of Madras and of 


Rs. 550 for the district municipalities. In Bengal, the Calcutta Muni¬ 
cipal Corporation could levy upto Rs. 500 and the mofussil munici¬ 
palities upto Rs. 400. 


18. Nor did the Government of India Act of 1935, as first enacted, 
contain a maximum for the profession tax. The restriction came 
later when the Act was amended in 1939. Section 142A, which was 
then inserted, laid down that no new levy should exceed Rs. 50, and 
that levies already in force should be subject to such higher maxima, 
if any, as a law of the Central Legislature might provide. Two years 
later, the Indian Legislature passed ‘The Profession Tax Limitation 
Act, 1941’ under which, except in Bengal, the United Provinces and 
the Central Provinces and Berar, even existing levies were restrict¬ 
ed to Rs. 50 per person per annum. This adversely affected the reve¬ 
nues of the local authorities in the Province of Madras which, in 
many cases, were compelled to effect a drastic reduction in the rates 
of profession tax. In order to prevent the undue dislocation of their 
budgets, the Madras Government found itself compelled to make 
ex gratia payments of the order of Rs. 12 lakhs per annum to such 
local bodies. Under the Constitution of India, as stated above, the 
limit has been increased.to Rs. 250 per annum. By virtue of the sav¬ 
ing provision which has been referred to, certain profession taxes 
already in force continue to be levied at more than Rs. 250 by local 
bodies in West Bengal and Travancore-Cochin, by the Madras Corpo¬ 
ration in the case of taxes on companies and by the district boards 
in Uttar Pradesh in the context of the tax on circumstances and 
property. 


19. The instances in which the profession tax is a significant 
Extent of levy source of revenue are relatively few; in respect 


of district boards, these 


confined to the 


Punjab, and in respect of municipalities largely to Madras, An dhr a, 
West Bengal, Hyderabad and Travancore-Cochin. Progressive scale 
of levy is a feature of the tax in Madras, Andhra, Punjab and Tra¬ 
vancore-Cochin. The assessees are divided into a number of classes 


on the basis of income and a maximum is fixed for the tax leviable 


on each class. Ir. other States, e.g., West Bengal, it is usually levied 
at a flat rate prescribed separately for each profession or for a few 
grades separately in each profession. 


20. In Madhya Pradesh, Uttar Pradesh and Bihar, what is known 
_ . as a ‘tax on circumstances and property’ is levied 

and property DStailCeS a few local bodies. As the name implies, this 
p is a combination of the property tax and the pro¬ 

fession tax. Judicial pronouncements have made it clear that this 
composite tax is subject to the same maximum as is applicable to 
profession tax. There is, therefore, a tendency to substitute separate 
taxes on property and profession for this composite tax. Thus, in 
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Orissa, where a few municipalities used to levy the tax on circum¬ 
stances and property before 1950, this tax has been abolished and 
replaced by the levy of a profession tax and a ‘tax on holdings’ (i.e., 
property tax). 

Statistical Appendix 29 gives for the local bodies of different 
States, the annual income from the profession tax and the percentage 
this bears to the total income from all taxes. For all States together, 
the total revenue from this source is a little over Rs. 1 crore. 


21. In Assam, the profession tax is in effect reserved by the State 
Government for itself, and no local body has 
been allowed to levy the tax. The State levy is 
on persons with annual incomes of over Rs. 3,500. 
The maximum rate is Rs. 50 and the annual income for the State is 
Rs. 3 lakhs. 


Levy of the tax by 
State Governments 


The Madhya Pradesh Government provides the only other instance 
of a State Government levying the profession tax; but there are a 
few municipalities which also levy the tax in this State. The State 
tax applies to all income-tax assessees, but to them alone; the rate is 
Rs. 50 where the income exceeds Rs. 10,000 and Rs. 28 in other cases. 
The revenue for the State Government was Rs. 4-27 lakhs in 1952-53. 

22. Basic to the levy of the profession tax is a classification of the 
Basis of levy assessees according to profession or income or 

both. The practice differs in different States. 
In West Bengal, the emphasis is on classification according to profes¬ 
sion. Within each profession there is provision for a certain degree 
of gradation, e.g., income-tax assessees and others; sometimes the 
gradation is based on rough criteria related to earning capacity. 
Flat rates of levy are adopted for the different grades of assessees 
within each profession; and for different groups of professions, 
different maxima are prescribed. In Madras, Andhra and Travan- 
core-Coehin, the classification is according to income, different 
maxima being prescribed for different slabs of income, irrespective 
of the profession.. In Punjab, the classification takes special cogni¬ 
zance of certain professions but is otherwise based on income as the 
main criterion. In respect of the listed professions (almost all of 
them carried on by harijans and scheduled classes) a low flat rate is 
adopted. In respect of all other professions, the rates are related to 
different slabs of income, irrespective of the nature of the profession. 
Details of the basis of levy, rates, etc., are given in Statistical Ap¬ 
pendix G for the six States in which appreciable income is derived 
from the profession tax. 


Development of 
Profession tax 
as an Important 
local tax 


23. We have already indicated that the profession tax should be 
included among those sources of revenue which 
should be reserved for the benefit of the local 
bodies. It follows that we recommend that the 
Governments of Assam and Madhya Pradesh 
should either transfer the levy of the tax to the 
local bodies or, for such time as they continue to collect it them¬ 
selves, should hand over the proceeds to the particular local autho¬ 
rities concerned. The aim should be to transfer the tax levy itself in 
as short a period as possible. As regards the foregoing of the 



revenue in favour of the local bodies, we recognise that even here a 
short period of transition may be necessary in the solitary instance of 
Assam, so that the State budget may without undue dislocation be 
adjusted to this new requirement; but even so, we do not think the 
process will need more than two or three years for its completion. 
We also recommend that the relevant enactments and rules should, 
in all States, be suitably amended so as to permit of the adequate 
utilisation of this tax by the local bodies. 

24. The tax may be suitably levied, not only by all municipal 
corporations, but also by other municipalities, by town committees 
and by village panchayats. The position is different in respect of 
district boards. These have jurisdiction over relatively large areas, 
and as the number of persons liable to the tax would in relation to 
the area be so small as to render the cost of collection disproportion¬ 
ate to the revenue, we consider that, as a rule, district boards need 
not be permitted to levy this tax. For village panchayats, the levy 
should ordinarily be optional; for municipal corporations and muni¬ 
cipalities, however, it should be compulsory, at suitable minimum 
rates to be prescribed by the State Governments. 


Raising the limit 
of profession 
tax 


25. The Local Finance Enquiry Committee recommended that the 
limit for profession tax should be increased to 
Rs. 1,000 per person per annum. We agree that 
the limit of Rs. 250 is low. This is adduced as 
one of the reasons why some local bodies like 
the Bombay Municipal Corporation are reluctant to levy the tax. 
We consider, however, that raising the limit to Rs. 500 would be 
adequate. At the same time, of course, the scale of levy will have 
to be such that an undue burden is not placed on those in certain 
income brackets. 

Our suggestion in regard to the raising of the present maximum 
will necessitate an amendment of the Constitution. We recommend 
that Article 276 of the Constitution should be amended to provide 
that the profession tax shall be subject to a maximum limit of Rs. 500 
instead of Rs. 250 as at present. 


26. Incomes vary within a very wide range in the same profes¬ 
sion; this is especially true of municipal areas, 
f ,evy of as distinguished from those of village pancha- 
p ° ° * x yats. A flat rate for each of two or three grada¬ 

tions in each profession is, therefore, unsuitable in such cases. There 
has to be a somewhat more numerous gradations according to 
income, and the emphasis itself should be on the classification accord¬ 
ing to income rather than on the detailed grouping of professions. 
From this point of view, we consider that the basis adopted in Madras 
and Andhra, for example, is more appropriate than that which 
obtains in West Bengal. The levy of the tax on the basis of income 
is quite legal in view of the provisions of article 276, and we suggest 
its adoption by all States. The assessees mqy be divided into a few 
classes on the basis of income and the maximum tax payable by each 
class may be fixed on a progressive scale by the State Governments. 
Income from profession, trades, employments, pension and income 
from investments may be assessed to the tax. We notice that in 
West Bengal, the profession tax is not permitted to be levied on 
‘employments’; we suggest that the scope of the tax in that State 
should be widened so as to include these. 
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Agricultural income is usually exempted from the profession tax. 
The only exception is Punjab, but even there all persons are 
exempted who are solely dependent on agriculture for their liveli¬ 
hood. We are of the view that agricultural income should continue 
to be exempted from profession tax. 

27. We agree with the recommendation of the Local Finance 

Enquiry Committee that local bodies should not 
collection 111 and be empowered to call for the accounts of 
assessees. They should only call for a return of 
income from persons who appear to be liable to the tax. In the case 
of a person or company transacting business solely in a local area and 
producing before the local authority his income-tax assessment order 
for a year, the local body should fix the assessment to profession tax 
for that year on the basis of the income computed for de'ermining 
the income-tax. 

28. In the case of the Municipal Corporations of Calcutta and 
Bombay, it would be desirable if the assessment and collection of 
profession tax can be done by the Income-tax Department on behalf 
of the Municipal Corporations. (To facilitate, the exemption limit 
in respect of profession tax could be fixed at the same figure as for 
income-tax). We recommend examination of the feasibility of this 
suggestion. If the Income-tax'Department cannot take over the work 
of assessment and collection of profession tax, every possible help 
should be rendered by the Department by supplying to the Municipal 
Corporations concerned lists of persons liable to income-tax. 

3. Tax on Vehicles, Animals and Boats 


29. The tax on vehicles is a feature of municipal taxation common 
to most States. A signal exception is provided 
Position in different by Travancore-Cochin where no local body is 

St * tes now permitted to levy a tax on any type of 

vehicle, the power being reserved for the State Government itself. 
In Bombay and Hyderabad, the municipal tax on vehicles extends 
to motor vehicles as well, and is in addition to the tax levied by 
State Governments. Elsewhere, there is only a State tax on motor 
vehicles. So far as village panchayats are concerned, a tax on 
carts in Mysore and one on carts and bicycles in Madras are among 
jhe items of levy which it is obligatory for the panchayats to impose. 
Similar taxes are levied in most other States, but usually at the 
option of the panchayats. District boards in Bihar have been 
recently empowered to levy a tax on bullock carts other than carts 
used for agricultural purposes in rural areas. In almost all these 
cases, the maximum rates of levy are laid down in the relevant Acts 
or in the rules framed thereunder by the State Governments. A tax 
on boats is levied in a few States, e.g., by municipalities in Bombay, 
Uttar Pradesh, Mysore and Saurashtra. In Assam, West Bengal, 
Bihar, Madhya Pradesh and Orissa, fees are leviable by municipalities 
on boats mooring within the municipal limits or at ghats and land¬ 
ing places provided by the municipality. In Assam, village pancha¬ 
yats may levy a tax on boats at a rate not exceeding Rs. 6 per boat 
per annum. 
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30. The annual revenue derived by all municipal corporations 
_ , . . and municipalities from the tax on vehicles and 

pa7vehicles°£L allied taxes is Rs. 109 lakhs. The income is 

insignificant except in the State of Bombay, 
where the tax is levied on motor vehicles also. On an average, the 
income from this tax represents only 2.8 per cent, of the total income 
of the municipalities and municipal corporations from all taxes. The 
following table gives the position in the various States: — 

Table 4. — Income of municipalities (including municipal corpora¬ 
tions) in the several States from the taxes on vehicles, 
animals and boats. 


State 

Latest year 
for which the 
figures are 
available 

Income in the 
year mentioned 
in Col. 2 
(in lakhs of Rs.) 

Percentage of 
income to the 
total income 
from tax revenue 

Part A 




Assam 

. 1950-51 

0-45 

29 

Bihar 

. 1949-50 

• 0-79 

i-S 

Bombay . 

• I 9 S 2 -S 3 

. 63-80 

4-2 

Madhya Pradesh (municipal cor- 
porations only). 

. 2-12 

2 l 

Madhya Pradesh (other municipa- 1951-S2 
lities). 

. I-80 

X '2 

Madras (combined State) . 1951-52 

12-53 

2'2 

Orissa 

. 1951-52 

• 0-53 

45 

Punjab 

• • • 1951-52 

1-73 

1-2 

Uttar Pradesh 

• 1949-50 

5-34 

Z 'S 

West Bengal 

• • • 1948-49 

. 7-20 

r-8 

Part B 




Hyderabad 

• 1952-53 

. 6-05 

6 -i 

Madhya Bharat 

• • • 1952-53 

• 2-22 

35 

Mysore (Bangalore 
only). 

Corporation 1952-53 

3-23 

4-S 

Saurashtra 

• 1951-52 

0-45 

0-4 

Travancore-Cochin 

. 1951-52 

. 0-19 

o -6 

Part C 




Bhopal 

• 1951-52 

0-37 

41 

Coorg 

. 1951-52 

• o-oi 

0-4 

Himachal Pradesh 

• 1952-53 

. 0-04 

o -6 


108-85 2-8 


Total . 
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31. With the exception of Orissa, all State Governments pay a 

_ . „ compensation to the local bodies for loss of 

vehicles ' 10 motor revenue consequent on the withdrawal of the 

power to tax motor vehicles. The compensa¬ 
tion is usually based on the average revenue of the three years pre¬ 
ceding the withdrawal of the power. It is therefore a fixed amount 
related to conditions long since past. There have been persistent 
demands for raising the compensation from time to time in some cor¬ 
respondence with factors such as (a) the growing expenditure on 
roads which municipalities have to incur, (b) the increasing number 
of motor vehicles registered in the areas of the municipalities and 
(c) the expanding revenues which the State Governments them¬ 
selves derive from the motor vehicles tax. We have elsewhere (in 
the chapter on the Motor Vehicles Tax) recommended that, in 
replacement of the present basis of compensation, municipalities 
(other than municipal corporations) and district boards should in all 
States be paid a share of the proceeds from the motor vehicles tax. 
So far as the municipal corporations are concerned, we have recom¬ 
mended that they should be allowed to introduce, or to continue to 
levy, individual wheel taxes. We have further suggested that, while 
the municipal wheel tax in such cases will be in addition to the State 
Government’s own levy of the motor vehicles tax, the rates of the 
latter tax should be suitably reduced in the areas of the corporations 
concerned. 

32. It follows from our recommendation that taxes on vehicles, 
other than motor vehicles, should with certain other items be reserv¬ 
ed for the benefit of local bodies, and that State Governments, in our 
view, should pursue the policy of delegating adequate powers in this 
respect to the local bodies of the State. It also follows—and this 
part of our observations applies in particular to Travancore-Cochin— 
that State Governments should not, save for exceptional reasons and 
during a transitional period, levy this tax themselves, and that, where 
they do happen to levy it, the proceeds should be made over to the 
local bodies. 


4. Theatre Tax 


33. In certain States, in addition to the entertainments tax levied 
wiv.Hiir*t nn on admissions to places of entertainment, a 

i t o cnon theatre or show tax is levied at a flat rate for 

each show or performance. Both these taxes are leviable under item 
62—“Taxes on luxuries, including taxes on entertainments, amuse¬ 
ments, etc.” in the State List. 


In Bombay State, municipal corporations, municipalities and some 
panchayats levy the theatre tax at specified rates for each show or 
performance, while the entertainments tax is levied by the Govern¬ 
ment. In Saurashtra also, municipalities levy the theatre tax at 
specified rates for each show or performance. In Hyderabad State, 
the theatre tax is levied by the State Government while the enter¬ 
tainments tax on admissions is levied by local bodies. In Madras and 
Andhra, both the entertainments tax and the theatre tax are levied 
by the State Governments, but 90 per cent, of the receipts from the 
former are made over to the local authorities. In PEPSU also a 
theatre tax is levied in addition to the entertainments tax by the 
State Government. The theatre or show tax is not yet levied in other 
States. 
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34. While the rates are specific and flat, a certain amount of 
j » graduation is achieved by a classification of the 

,.aeso iax theatres or shows and fixation of differential 

rates to reflect, to a limited extent, the ability to pay. Thus in the 
city of Bombay, theatres or performances are classified and different 
rates are fixed as under: 


Type of entertainment 


Amount of tax 


Class I Cinema Theatre .... 
Class Il'Cinema Theatre 

Drama, concert, variety entertainment or tamasha 
Circus, Carnival or Fete .... 


Rs. 10 per show. 
Rs. 7 per show. 
Rs. 7 per show. 
Rs. io per day. 


Any other entertainment.Rs. 7 per show or if 

there are not sepa¬ 
rate shows Rs. 7 
per day. 

The rates are lower in mofussil municipalities and range from 
about Rs. 2 per show. In 1952-53, the income of the Bombay Munici¬ 
pal Corporation from this tax was Rs. 8-39 lakhs while the total 
income of the municipalities in the Bombay State including the 
corporations, was Rs. 16-37 lakhs. 

In Madras and Andhra, the rates are: — 

Rate of show tax 


Rs. a. p. 

(i) Exhibitions held in the City of Madras . . 2 8 o for every 

(it) Exhibitions held in municipalities notified in this behalf by the 

Government . . . . . . ,200 „ 


(»*) Exhibitions held in other municipalities . . . 180 


(tv) (a) Exhibitions held elsewhere in permanent cinema houses . 180 

(b) Exhibitions held with cinematograph apparatus and plant 
taken from place to place in panchayat areas with a 
population of not less than 10,000 at the last census . 100 


The annual income of the residuary Madras State from this 
source is Rs. 4 lakhs. 


35. The incidence of the theatre tax falls primarily on the owners 
of the theatres (or the organisers of the shows), 
Incidence of tax while the entertainments tax on admissions to 

places of entertainment is borne by those attend¬ 
ing the performances. We are of the opinion that it would not be 
valid to regard the theatre or show tax as unjustifiable merely on 
the ground that an entertainment tax is at the same time levied. 
We have already'made certain recommendations for rendering the 
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entertainments tax more adaptable to the needs of the cinema indus¬ 
try without involving an appreciable sacrifice of public revenues. So 
long as the rates of the theatre tax are reasonably low, we consider 
there is legitimate scope for the levy of both the taxes. We recom¬ 
mend the extension of the theatre tax to municipalities and munici¬ 
pal corporations in all States. The local authorities concerned may 
be empowered to levy the tax at a flat rate for each show or perform¬ 
ance. In addition, municipal corporations should be empowered to 
classify the theatres into two or three categories and to fix different 
rates for each class of theatre. The State Governments should them¬ 
selves classify the municipalities into categories (based on the popu¬ 
lation, etc.) and fix different maxima for the rates of the theatre or 
show tax. It is necessary, as we have pointed out, that the rates 
should not be pitched unduly high. 


5. Tolls 


36. Tolls on vehicles and animals have been abolished in most 
Extent of levy progressive countries as their levy at different 

points inconveniences traiuc and is a very great 
impediment to fast moving traffic. In India, most States have abo¬ 
lished local tolls and have been paying annual compensation from 
the proceeds of the State tax on motor vehicles to local bodies for 
loss of income from .tolls. Tolls are now levied by almost all the 
municipalities in the States of Hyderabad, Mysore, Assam, Ajmer 
and Punjab, by 48 municipalities in Uttar Pradesh, 43 municipalities 
in Madhya Pradesh, and a few municipalities in Bombay. The fol¬ 
lowing table shows the annual municipal income from this source 
in some of these States: — 

Table 5 .— Income from tolls. 


State 




Latest year for 
which figures 
are available 

Income from 
tolls in the 
year (in lakhs of 
Rupees) 

Hyderabad (including the municipal corporations in the 


State) 




• 1952-53 

10-69 

Assam 


• 


. 1949-50 

0-06 

Punjab 


• 


• 1951-52 

1-28 

Uttar Pradesh 


• 


• 1949-50 

32'43 

Madhya Pradesh 


• 


• 1951-52 

3-46 


In a few States, e.g., Bihar, tolls are levied on certain new bridges 
in order to recoup the capital expenditure incurred on their con¬ 
struction. In Mysore, the State Government levies tolls on all motor 
vehicles at frontier toll gates and at bridge toll gates. In Bombay, 
Madhya Pradesh, Hyderabad and Saurashtra, village panchayats are 
empowered to levy tolls on vehicles and animals. 

37. With one reservation, we recommend the abolition of tolls 
wherever that has not been effected. The 
Abolition of tolls exception relates to new bridges casting over, 
except in certain cases gay, Rs. 5 lakhs. In respect of these, tolls may 
be permitted for a period, but in no case after 
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the cost of construction has been recouped. The loss of revenue which 
abolition of tolls will entail on certain municipalities, etc will, we 
believe, be adequately made up if the State Governments bring into 
force the arrangements we have suggested in regard to payments to 
local bodies out of the proceeds of the motor vehicle tax. In con¬ 
sidering whether the rates of this tax should be revised, the State 
Government will no doubt take into account the extent of the 
revenue foregone as a result of. the abolition of tolls. 

6. Tax on Advertisements, other than Advertisements published in 

Newspapers 

38. Among the items of taxation which we have recommended 
should be regarded as within the exclusive pro- 
introduction vince of local bodies is that which is covered by 

Entry No. 55 of the State List, viz., the tax on advertisements other 
than those published in newspapers. Hoardings, posters, sky-signs, 
etc. are the types of advertisements on which taxes or fees can'thus 
be imposed. Levies of this kind exist in Madras, Calcutta and 
Bombay. 


39. In the city of Madras, the Madras Corporation levies the tax 
Levy of tax in under section 129A of the Madras City Munici- 


different States 


pal Act, 1919, on advertisements “erected, ex¬ 
hibited, fixed, retained or displayed to public 
view in any place, whether public or private”. Certain classes of 
advertisements (such as name boards) specified in the section are 
exempt from the tax. The rates levied are shown in Statistical 
Appendix 30. The proceeds amounted to Rs. 1'29 lakhs in 1951-52. 

Fees for advertisements were first levied by the Calcutta Muni¬ 
cipal Corporation in 1951-52. Agitation against the levy led to its 
liberalisation in various ways, and the Corporation estimates that it 
will not get more than Rs. 2 lakhs from this tax, as compared with 
about Rs. 10 lakhs which had been originally expected. 


Under the Bombay Municipal Corporation Act, permit fees are 
charged for display of sky-signs and advertisements by posters and 
hoardings. The revenue from this source was Rs. 2-91 lakhs for 
1952-53. 


40. We recommend that all municipal corporations and the bigger 
Recommendation municipalities be empowered to levy this tax. 


JOHN MATTHAI, Chairman 
VAIKUNTH L. MEHTA 
V. K. R. V. RAO 
K. R. K. MENON 
B. VENKATAPPIAH 

INDARJIT SINGH, B. K. MADAN 

Secretary Members 

Bombay; 

Dated 30 th November 1954. 
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APPENDIX A 

TAX POWERS OF THE PANCHAYATS 

Under their respective Acts the village panchayats of all the 
states have been empowered to levy and collect certain taxes. The 
tax powers of the panchayats and the nature of the taxes in some of 
the States are briefly described as follows: — 

Assam 

The rural panchayats of Assam have been empowered to levy a 
large number of taxes. Under the Assam Panchayats Act, there is 
no obligatory panchayat tax. The panchayats may levy any of the 
following tax or taxes: — 

(1) A tax on the land revenue payable to the Government at 
a rate not exceeding one anna per rupee of such revenue. 
In permanently settled areas this tax is leviable at a rate 
not exceeding one anna per standard Bigha. 

(2) A tax on uncultivated cultivable land (other than fallow 
land). 

(3) A tax on buildings leviable on occupied residences payable 
by the owner at the first instance and assessed at the fol¬ 
lowing uniform rates: 

(a) Residence of less than 250 sq. ft.—No tax. 

(b) Residence of more than 250 sq. ft. and less than 550 
sq. ft.—Rs. 2 per annum. 

(c) Residence exceeding 550 sq. ft.—Rs. 10 per annum. 

(4) A marriage tax, i.e., a tax on the entertainment of guests 
payable by the entertainer at a marriage festival at a rate 
not exceeding one rupee for every five adult guests enter¬ 
tained. 

(5) A health tax at a uniform rate not exceeding Rs. 5 
per annum payable by the occupiers of houses. 

(6) A water tax not exceeding Rs. 2 per annum payable by 
the occupier of each house. 

(7) A firewood tax, i.e., a tax for collecting firewood for 
domestic consumption from a panchayat reserve at a uni¬ 
form rate of Rs. 5 per annum. 

(8) An education tax at a uniform rate not exceeding Rs. 5 
per family. 

(9) A tax for cattle welfare purposes not exceeding Rs. 5 
per annum per family. 

(10) A tax on boats at a rate not exceeding Rs. 6 per an num 
per boat. 

(11) A tax on cycles at a rate not exceeding Rs. 3 per annum 
for each cycle. 
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(12) A tax on carts at the following maximum rates: 

(a) carts used for agricultural purposes.... Rs. 6 per 

annum per cart. 

(b) carts used for business purposes_ Rs. 12 per 

annum per cart. 

(13) A labour tax involving the rendering of manual labour on 
able-bodied males between 18 years and 40 years of age 
for not more than 36 days (i.e., 216 hours) in a year or for 
more than three days at a stretch. The labour tax is com-? 
mutable into cash at double the rates of wages as deter¬ 
mined by the panchayats. 

The panchayat taxes of Assam are subject to the rules and 
bye-laws framed by the State Government. The imposition of taxes, 
requires the approval of the State Government before they are 
levied. 


Bihar 

The panchayat taxes of Bihar have been classified into “com¬ 
pulsory” and “supplementary” (optional) taxes. 

There are two compulsory taxes, Viz: 

[(1) Tax payable by persons owning immovable property; 
This tax is assessed on families in the following mann er: 

The panchayat executive makes annual valuation of' 
immovable property of each family. Then, the budget 
estimate of the property tax is divided by the total 
valuation of the panchayat and multiplied by 100 to- 
get the incidence of tax per cent, of valuation per 
annum. 

(2) A labour tax involving the rendering of manual labour 
by all able-bodied males between 18 years and 50 years of 
age for a prescribed number of units of labour. The mini¬ 
mum tax is twelve units of labour per annum commutable- 
into cash at the rates of wages prevailing in the village 
and determined by the Mukhiya (President). This tax 
is assessed and levied as follows: 

The panchayat executive estimates the total require¬ 
ments of labour units for the year. The total labour 
units required are divided by the total number of 
taxable male adults in the panchayat to arrive at the 
tax units of labour per person. The labour tax per 
family is arrived at by multiplying the taxable per¬ 
sons of a family by the per capita labour-tax-units- 
levied. 

The “supplementary” or the optional taxes are: — 

(1) A tax on professions, trades and callings (with the pre¬ 
vious sanction of the State Government). This tax is* 
graded on the basis of annual turnover and is subject to- 
the maximum of Rs. 50 per annum. 

(2) A tax on vehicles, pack animals and porters bringing 
goods for sale into the village. 
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(3) Water rate 1 

(4) A latrine tax I Where service provided by 

(5) A lighting rate f the gram panchayat. 

(6) Drainage fee 

(7) A pilgrim tax (if approved by the Government) 

(8) Any other tax, toll or rate approved by the Government 

The Bihar Panchayat Act contains a further provision that an 
emergency tax may be levied by the panchayat executive on the 
occurring of an emergency. The levy of this tax requires that the 
emergency should be reported to the Government immediately and 
when the emergency ceases to exist, the emergency tax has also 
to be withdrawn. 

Yet another important provision governing Bihar panchayat 
taxation is that no tax, toll or rate can be levied by the panchayat 
if such tax, toll or rate had already been levied by the district 
board in that area. The tax powers of the panchayats are subject 
to the rules and orders passed by the Government from time to 
time. 

West Bengal 

In West Bengal there are no panchayats but their equivalent 
viz., union boards. The Government of West Bengal proposes to 
replace the union boards by village panchayats. At present the 
only tax levied by the union boards is the union rate. The rate is 
imposed on owners or occupiers of buildings within the union and 
assessed on the circumstances and property of the persons liable to 
pay the rate. The amount of the rate to be realised during a parti¬ 
cular year depends upon the annual estimated expenditure of the 
board. The maximum amount of the rate assessed upon an indivi¬ 
dual rate-payer is Rs. 84 per annum. Exemptions from the rate 
may be granted by the board on grounds of poverty. Besides, the 
union rate, tolls are levied by a few union boards. Such union 
-.boards, however, are exceptions rather than the rule. 

Bombay 

The village panchayats of Bombay are under a statutory obliga¬ 
tion to levy at least two taxes. One of the obligatory taxes has to 
be a tax on houses and lands (not liable to agricultural assess¬ 
ment). The tax may be assessed either on the capital valuation of 
the buildings and lands or on the rental value of the buildings and 
lands. A maximum rate of eight annas per Rs. 100 of capital valua¬ 
tion of fifteen per cent, of the annual rental value has been prescribed 
for this tax. The other obligatory tax may be selected out of the 
following taxes which otherwise are optional taxes of the 
panchayats: — 

(1) Octroi .—Octroi is levied on building materials, cloth, coal, 
oil-seeds, hosiery goods, kerosene oil and other oils (co- 
coanut, groundnut, caster oil), betelnuts and dates, 
cigarettes, spices, sugar, tea, coffee, etc. The maximum 
rates of the octroi duty for different classes of goods and 
commodities have been prescribed under the rules. 



422 


(2) Tax on fairs and festivals. —This tax is assessed on shops, 
booths and stalls, cinemas and circuses, etc., at rates- 
whose maxima have been prescribed. 

(3) A pilgrim tax. —The maximum rate of the tax is six annas 
per pilgrim. 

(4) Tax on sale of goods. —This tax is based on the size of 
the plots of lands occupied by shop-keepers or it is based 
on the quantity of goods exposed for sale (for example 
baskets, head-loads, gunny-bags and carts). 

(5) A tax on marriges, adoptions and feasts. —These taxes 
are graded into four classes and a maximum rate has been 
fixed for each class of marriage, adoption or feast. 

(6) A tax on shops and hotels. —This tax is a sort of pro¬ 
fession tax. 

(7) Tolls on vehicles and animals. 

(8) Any other tax (not being a toll on motor vehicles) 
which the State Legislature has power to impose, subject 
to the approval of the district local board and sanction- 
of the State Government. 

Uttar Pradesh 

In Uttar Pradesh panchayats may levy any of the following 
permissible taxes: — 

(1) Taxes on the land revenue or rent of land at rates not 
exceeding the maxima prescribed for different classes of 
tenancy rights in the Act. 

(2) A tax on trades, callings and professions at rates not 
exceeding the maxima prescribed. Grain, cloth, sugar 
merchants and sugar refineries (other than sugar facto¬ 
ries), employees of mills and factories and persons carry¬ 
ing on any other trade determined by a prescribed* 
authority may be subjected to pay this tax which is assess¬ 
ed on the annual income of their trade, calling or pro¬ 
fession. Income below Rs. 500 per annum has been 
exempted from the tax. 

(3) A tax on buildings owned by persons who do not pay 
any of the aforesaid taxes not exceeding a minimum rate 
of five per cent, of their annual rental value. 

The imposition of the taxes requires due notification and the 
final approval of a prescribed authority. Elaborate rules have also 
been laid down in respect of assessments, collection and exemp¬ 
tions of the panchayat taxes. 


Punjab 


In this State, village panchayats are under a statutory obliga- 
tion to levy a house tax payable by the occupier, and in case where 
a house is vacant, by the owner of such building. 

A. gram-panchayat may, with the previous permission of the 
Director of Panchayats, impose a special labour tax on the adult 
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male members of the sabha-area for the construction of a public 
work of general utility to the inhabitants. Voluntary labour is 
acceptable in lieu of this tax if approved by the panchayat. In case 
of an emergency, rendering of manual labour may be made com¬ 
pulsory and without the option of payment in cash. 

No other tax has been specified in the Panchayat Act but a 
general provision has been made that a gram panchayat may, wito 
the previous sanction of the Government, levy any other tax which 
the Legislature of the State has power to impose. 

A panchayat may grant exemptions to any person or class of 
persons from payment of any tax subject to the prescribed restric¬ 
tions on this power. It has also been provided in the Act that if 
the gram panchayat fails to impose the compulsory tax, the 
Government may take necessary steps to see that the tax is imposed. 

Madhya Pradesh 

There are three compulsory panchayat taxes in this State viz.. 

<D A cess on land revenue or rent of land at the rate of six 
pies in the runee. 

f2) A tax on all buildings and non-agricultural lands within 
the gram panchayat area payable by the occupier and 
where there is no occupier, by the owner. The rates of 
this tax and the methods of its assessment are to be 
prescribed by the Government. The Government may 
also provide an exemption limit in respect of this tax. 

(3) A tax on persons practising any profession, trade or call¬ 
ing within the gram panchayat area. The rate of this 
tax may be prescribed by the Government. 

Besides the above compulsory taxes, there are the following 
permissible taxes open to the panchayats: 

(1) Tolls on vehicles, pack animals and porters bringing goods 
for sale into the gram panchayat area. 

(2) A tax payable by the owners of animals used for riding, 
driving, draught or burden or of dogs or pigs kept within 
the gram panchayat area. 

(3) A water rate 

(4) A lighting rate 

(5) A drainage fee 

(6) A labour tax involving the rendering of manual labour 
on works of public utility undertaken by the gram 
panchayat. This tax is commutable into cash at rates 
determined by the gram panchayat. It is also permissi¬ 
ble to get the labour contributed through a proxy. 

(7) Any other tax, toll, fee or rate approved by the State 
Government. 

The tax powers of the panchayats are subject to rules framed 
by the Government under the Act. The imposition of the optional 
taxes requires 2/3rds majority of the panchayat executive and the 
approval of the district council (Janapada sabha). None of these 
taxes, if already imposed by the district council in the panchayat 




Where service is provided. 
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area, can be levied by the panchayats. It has further been provid¬ 
ed that if, in the opinion of the district council, the income of a 
gram panchayat is or is likely to be inadequate for the discharge 
of any of its duties, the district council may require the gram 
panchayat to increase its income to the extent considered necessary 
by the council. In case of the gram panchayat’s failure, the dis¬ 
trict council may require the panchayat to levy or increase any 
tax, toll or fee. The gram panchayat may make an appeal against 
such order to the Government whose decision is final. 

Orissa 

The permissible panchayat taxes and the tax powers of the 
panchayats in this State are almost identical with those of Madhya 
Pradesh. In this State the compulsory property tax is to be assess¬ 
ed according to the circumstances and property of the owners or 
occupiers of buildings and properties situated within the area of 
the gram sabha. As regards the labour tax, the Orissa Panchayat 
Act has prescribed a maximum of four days labour per person per 
annum or two days labour at a stretch. The profession tax in 
Orissa is subject to a maximum of Rs. 50 per annum 

The powers with respect of panchayat taxation which in Madhya 
Pradesh vest with the district councils, vest in Orissa, with the 
Registrar of Co-operative Societies. The other tax powers and 
limitations of Orissa Panchayats are the same as in the case of 
Madhya Pradesh. 

Madras 

The Madras Village Panchayats Act 1950 has provided that every 
panchayat shall compulsorily levy the following taxes:— 

(1) House Tax: This tax is assessable on the basis of capital 
value or rental value or plinth area measurements. 

(2) Profession tax assessable on the basis of the annn S l 
. income of the persons liable to pay the tax. 

(3) Vehicle tax leviable on vehicles (other than motor 
vehicles), carts and cycles. 

The State Government has laid down the minimum and maxi¬ 
mum rates in respect of the above compulsory taxes. Besides the 
above compulsory taxes, the panchayats may also levy any of the 
allowing taxes:— 

(1) Land cess at the rate of three pies in a rupee of the land 
revenue paid. It may be levied in addition to the com¬ 
pulsory land cess levied in every district at two annas in 
the rupee of which, one-fourth is credited to the pancha¬ 
yat of the village concerned and the balance to the dis¬ 
trict board. 

(2) A tax on agricultural lands. It may be levied for 
specific purposes as watch of crops, construction of a 
bridge, etc. 

There is no statutory provision for an independent labour tax 
in Madras. The Madras Village Panchayat Act, however, con tains 
a provision for the prescription of rules as to the acceptance of 
manual labour in lieu of any tax due under the Act 



425 

Hyderabad 

The village panchayats of Hyderabad are empowered to levy any 
-or all of the following taxes: — 

(1) A tax on the capital value of buildings situated in the 
village; minimum tax on any building being four annas 
and the maximum Rs. 5 per annum. 

(2) A tax on the sale of goods other than newspapers not 
coming within the purview of the general sales tax. 

(3) A tax on premises where industries are carried on by the 
use of oil, steam or electrical energy. Under the village 
panchayat rules, this tax is to be levied at the following 
rates-— 

Upto 10 horse power—Rs. 10 per annum. 

Upto 25 horse power—Rs. 30 per annum. 

Upto 35 horse power—Rs. 60 per annum. 

Above 50 horse power—Rs. 100 per annum 

<4) With the sanction of the Government, any other tax 
specified in the List II of the Seventh Schedule to the 
coitstitution. Under this general provision, the panchayat 
rules permit the panchayats to levy the following taxes 
in addition to those specified above: — 

(1) Tax on vehicles and animals. 

(2) Pilgrim tax leviable at the rate of annas four per 
adult and annas two per child. 

(3) Barbardari toll. 

(4) Entertainment tax (theatre tax). 

(5) General water tax. 

(6) Tax on transfer of immoveable property at the rate 
of Rs. 2 per Rs. 100 of the property under transfer. 

One of the provisions of the Act lays down that the panchayat 
may, with the consent of the tax payer, commute the payment of 
any tax into a contribution of labour not exceeding ten days’ labour 
in a year at such intervals, for such period of time, and on such 
condition as may be prescribed. 

The Act enjoins that the proposal to levy, vary, suspend or 
cancel a tax must be passed by at least 2/3rds majority of the 
panchayat’s executive in a meeting specially convened for the pur¬ 
pose. The resolution so passed further requires the approval of 
"the Government before it can be put into effect. 

Mysore 

The list of panchayat taxes of Mysore consists of obligatory and 
-optional taxes. The obligatory taxes are:— 

(1) A house tax. 

(2) A tax on vacant sites. 

(3) A tax on shops and places of business. 

(4) A tax on carts. 
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The optional taxes are:— 

(1) A profession tax (with the sanction of the Commissioner). 

(2) A tax on Shandies, fairs and festivals. (The imposition 
of this tax is subject to a majority of not less than 2/3rds 
of the total members of the panchayat). 

(3) A village improvement tax commutable into a contribu¬ 
tion of labour. 

The Mysore Village Panchayats and District Boards Act of 1952 

g rovides detailed tax schedules in respect of the taxes. These taxes 
ave been graded so as to make them progressive. The maximum 
rates of different classes have also been prescribed in the schedules. 
All these taxes are subject to rules made by the State Government. 
There is a further provision in the Act that if at any time, in the 
opinion of the Deputy Commissioner, the regular income of the pan¬ 
chayat falls below what is necessary for the proper discharge of its 
obligatory duties, the Deputy Commissioner may call upon the 
panchayat to take steps within six months to increase its income to 
such an extent as may be considered necessary. If the Panchayat 
fails to take adequate steps to increase its income to the required 
amount, the Deputy Commissioner may require it to increase the 
rate or rates of any of the obligatory taxes. An appeal against the 
order of the Deuuty Commissioner lies with the Commissioner. 

Madhya Bharat 

The panchayat taxes of this State have also been classified into 
compulsory and optional ones. The former class of taxes comprise 
the following: — 

(1) Taxes on land revenue or rent of land at six pies per rupee 
of such land revenue or rent. 

(2) A tax on owners of buildings if such an owner has not been 
- subjected to any of the taxes leviable under (1) above. 

(3) A labour tax on males of 21 years to 50 years of age involv¬ 
ing the rendering of manual labour for five days (40 hours> 
per annum. This tax is commutable into a cash payment 
at the rate of double the daily wages determined by the 
gram panchayat. 

The optional taxes are: — 

(1) A tax on vehicles and draught cattle. 

(2) A tax on the owners of pack-animals, dogs and pigs. 

(3) A water tax. \ Where the service is provided by 

(4) A lighting tax f the gram panchayat. 

(5) Any other tax, rate or fee with the sanction of the Gov¬ 
ernment. 

There are a few interesting provisions in the Panchayats’ Act 
of this State. The Act provides that any of the taxes may be paid in 
kind or labour with the approval of gram panchayat. The yield from 
the compulsory taxes (except the labour tax) has to be divided 
equally between the gram panchayat, the kendra panchayat and 
the mandal panchayat. As regards the optional taxes the rule is 
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that the entire yield from an optional tax shall accrue to the gram 
panchayat if the tax is levied by the panchayat. If the tax is levied 
by the kendra panchayat the yield shall be divided in equal pro¬ 
portions between the kendra panchayat and the gram panchayat. 
If the tax is levied by the mandal panchayat the yield shall be 
divided equally between the mandal, the kendra and the gram 
panchayat. In case of a clash of tax jurisdiction between two or 
more panchayat authorities the jurisdiction of the higher authority 
would prevail over the lower ones. 

PEPSU 

The PEPSU Panchayat Raj Act provides for obligatory and 
optional taxes. The obligatory taxes are enumerated below: 

(I) A profession tax on persons exercising any profession art 
or calling (other than agriculture) or carrying on any 
trade or business in the sabha area. 

42) A health tax. 

43) A tax on any person on the birth of his male child. 

44) A tax on the marriage of a male person. 

45) If so authorised by the Government, a tax on transfer of 
property in the form of a surcharge on the duty imposed 
by the Indian Stamp Act, 1899, on instruments of sale, 
gift and mortgage with possession of immovable property 
situated in the sabha area at such rate as may be fixed 
by the Government not exceeding two per cent, on the 
value of the property or the amount secured by the mort¬ 
gagee as set forth in the instrument. 

46) A labour tax involving the rendering of manual labour 
in the sabha area by all able-bodied males between the 
prescribed age-limits for a prescribed number of. units of 
labour. Manual labour is commutable into cash payment 
equal in value to double the wages of labour to be calcu¬ 
lated in accordance with the rates of wages prevailing in 
the village as determined by the panchayat. 

47) Any other tax which the legislature of the State has 
power to impose, if so authorised by the Government. 

The Optional taxes are three: viz., 

(1) A tax on vehicles, 

(2) A tax on animals, and 

(3) A tax on pack animals. 

All the panchayat taxes are subject to general or special rules 
and orders of the Government regulating the rates of taxes, collec¬ 
tions etc. Panchayat may grant exemption to any person or class 
of persons from the payment of any tax with the sanction of the 
Director. 


Vindhya Pradesh 

The tax powers of the village panchayats of Vindhya Pradesh 
are identical with those of Uttar Pradesh and hence need not be 

repeated. 
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Saurashtra 

All the panchayat taxes of Saurashtra are permissible ones. 
The panchayats may levy any of the following taxes:— 

(1) Tax upon the owners or occupiers of the houses including 
farm building whether or not subject to payment of agri¬ 
cultural assessment and not lands which are not subject 
to payment of agricultural assessment within the limits 
of the village. 

(2) Tax on markets, fairs, festivals, entertainments. 

(3) Octroi. 

(4) Tax on vehicles and wheels. 

(5) Tax on shops and hotels. 

(6) General sanitary cess. 

(7) Special sanitary cess. 

(8) Tax on bazaars and auctions. 

(9) Toll on animals and vehicles. 

(10) Tax when a gram panchayat makes a supply of water. 

(11) Any other tax, cess, lago, latries due or fee which the 
Government may direct. 

The Act, provides that the taxes would be imposed at such rates 
and in such manner and subject to such exemptions as the Govern¬ 
ment may prescribe. The tax payer has been given the option to 
pay the taxes either in cash or in kind or by rendering manual 
labour in the manner prescribed by the Government. The Govern¬ 
ment have also assumed the power to effect reduction or increase or 
to make modification of any kind with regard to any tax and to 
issue order to panchayats for due enforcement thereof. The impo¬ 
sition of any tax or fee or the reduction of the rates of the taxes 
requires the consent of the Government and the Government may 
direct the panchayats to adopt any course of action while according 
such consent. 


Himachal Pradesh 

The Himachal Pradesh Panchayats Act of 1953 specifies only one 
-tax, viz,, a local rate at the rate of twenty per cent, of the land reve¬ 
nue. Besides this rate, the Act makes a general provision that a gaon 
sabha may impose any such taxes as may be approved by the State 
Government and in such a manner as may be prescribed. Where 
any person liable to pay any tax is in default of making a payment, 
the panchayat which imposes the tax is empowered to direct that in 
•addition to the amount of arrears, a sum at the rate of five per cent, 
of the amount of the arrears for every day of default not exceeding 
the amount of the arrears shall be recovered from him by way of 
•penalty, provided that the penalty may be waived by the panchayat 
imposing the tax. 
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DETAILED POSITION IN REGARD TO CONSTITUTION OF 
MUNICIPALITIES IN VARIOUS STATES 

Assam 

There are 23 municipalities serving a population of 3-81 lakhs. 
They are designated municipal boards in bigger and town com¬ 
mittees in smaller towns. 

Constitution : At least four-fifths of the members are to be elect¬ 
ed, the remaining being appointed by the Government. Govern¬ 
ment, however, have power to direct that all members should be 
elected. The “Chairman” is the executive authority of the munici¬ 
pality. He is generally elected by the board, but in some specified 
municipalities he can be appointed by the Government. 

Supervisory powers of Government: If a board makes default 
in performing a statutory duty, the Government may fix a period 
for its performance. If it fails to carry it out within the time given. 
Government may appoint some one to do it at municipal expense. 
Government may supersede an incompetent municipal board. 

Biha* 

There are 59 municipalities serving a population of 16-54 lakhs. 

Constitution: The members are called municipal commissioners. 
Not less than four-fifths of the municipal commissioners are elected. 
Government appoint the rest. The term of office of municipal com¬ 
missioners, etc. is five years. The Chairman is the executive autho¬ 
rity and is elected by the municipal commissioners. A President 
also is elected for a tenure of five years. The President presides over 
meetings of the commissioners. 

Supervisory powers of the Government: If a municipality makes 
default in performing a statutory duty, Government may fix a 
period for its performance. If the municipality still fails, Govern¬ 
ment may appoint the District Magistrate to perform it at munici¬ 
pal expense. 

In cases of incompetency, or persistent default, or abuse o# 
power, Government may supersede a municipality. 

Bombay 

There are 219 municipalities including 32 borough municipalities, 
which are larger district towns. These municipalities serve a popu¬ 
lation of 48-17 lakhs. The borough municipalities are governed by 
the Bombay Municipal Boroughs Act of 1925, while the other muni¬ 
cipalities are governed by the Bombay District Municipalities Act 
of 1901. 
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Constitution: Borough Municipalities. —A municipality consists 
of councillors, elected on adult franchise. The President is elected 
by the councillors. He can be removed by the State Government 
for neglect or incapacity to perform his duty. The President has 
power to exercise supervision and control over the acts of all offi¬ 
cers and servants of the municipality in matters of executive 
administration and in regard to accounts and records and to dispose 
of questions relating to the service of the said officers and servants 
and their pay and privileges. 

A chief officer shall be appointed by every borough municipality. 
He shall be a graduate or qualified engineer. The chief officer shall 
not be removed from office, reduced or suspended unless by the 
vote of at least two-thirds of the whole number of councillors and 
shall not be fined. Subject to the general control of the President, 
the chief officer shall watch over the financial and executive admi¬ 
nistration of the municipality. 

District Municipalities. —These too consist of councillors elected 
on adult franchise. There shall be a President who shall be either— 

(a) appointed by State Government by name, 

(b) an ex-officio president, or 

(c) if the State Government so directs, elected by the muni¬ 
cipality. 

In a municipality for which there is a municipal commissioner, 
the executive power vests in the municipal commissioner. Where 
there is no municipal commissioner, the executive power vests in 
the President. 

Supervisory powers of the Government 

Borough Municipalities. —If a municipality fails to perform a 
statutory duty, State Government may ask the Commissioner (of 
the Division) to fix a period for its performance. If it is still not 
performed, the Commissioner may appoint a person to perform it 
at the expense of the municipality. 

State Government may dissolve or supersede a municipality on 
the ground of incompetence or persistent defaults in performing 
•duties. 

District Municipalities. —The State Government may require 
any city municipality to appoint a Chief Officer. The State Govern¬ 
ment may appoint a municipal commissioner to any municipality 
which has a population of not less than 1,00,000 and to any other 
municipality if the municipality wants it by an application sup¬ 
ported by not less than two-thirds of the whole number of council¬ 
lors. When a Commissioner is appointed, the Chief Officer’s post 
ceases. 

The powers of the State Government to get a municipal duty 
performed in default and to dissolve or supersede a municipality 
is the same as in the case of borough municipalities mentioned 
above. 
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Any municipality having a population exceeding 15,000 may be 
notified as a city municipality by the State Government. Any city 
municipality may appoint a Chief Officer. No Chief Officer shall 
(save with Government sanction) be removable from office unless 
by the votes of at least three-fourths of the whole number of coun¬ 
cillors. The Chief Officer shall exercise the executive functions 
specified in the Act. All officers and servants of the municipality 
shall be subordinate to the Chief Officer. 


Madhya Pradesh 


There are 112 municipalities serving a population of 20-23 lakhs. 

Constitution .—A municipal committee consists of— 

(a) members elected on adult franchise, 

(b) selected members in number not exceeding one-fourth of 
total elected members to be selected by single transfer¬ 
able votes by the elected members from amongst resi¬ 
dents of the municipality. 

The President of municipal committee is elected by all the 
voters of the municipality by direct election from residents qualified 
to be voters. The President may appoint not more than 2 Vice- 
presidents from the members of the committee or from voters of 
the municipality. 

If a municipal committee passes a motion of no-confidence 
against the President, the President may resign in three days or 
he will be removed by Government. A President who has so 
resigned may apply to Government for dissolution of the committee, 
m which case fresh elections shall be held. 

A President who is unable to carry on due to opposition may 
resign and seek re-election. If re-elected, he may apply to Govern¬ 
ment for dissolution of the committee. Then re-election of the 
committee shall be ordered. 

The executive powers of the committee vest in the President. 


Supervisory powers of the Government .—The Government may 
require any committee to appoint an Executive Officer and to dele¬ 
gate to him specified powers of the committee and president. If it 
fails, Government themselves may issue orders for the purpose. 


Where a committee is not competent, the Government may 
appoint a Government Officer as its Executive Officer for a period up 
to eighteen months and specify his powers. 

If a committee fails to perform a statutory duty, Government 
may fix a period for its performance and if there is default, appoint 
a person to do it at municipal expense. 


a committee is incompetent to do its duty or persistently makes 
extend tlh d r ng ltS dutl , es or ex ceeds or abuses its powers to a grave 
Ifevpn t may dissolve it and order fresh elections. 

It even the re-elected committee commits same defaults, Govern¬ 
ment may supersede the municipality for a period. 
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Madras and Andhra 

There are 61 municipalities in Madras and 35 municipalities in 

Andhra. 

Constitution. —Municipal councillors are elected on the basis of 
adult franchise. The chairman is elected by councillors. A Com¬ 
missioner is appointed by Government for every municipality with¬ 
out the concurrence of the municipal council. A municipal council 
can require the removal of its Commissioner only at a special meet¬ 
ing with the support of not less than two-thirds of the total number 
of councillors of the municipality. 

Supervisory powers of the Government. —The Government have 
power to compel any municipality to levy the property and service 
taxes at such rates as the Government deem fit. Where a munici¬ 
pal council abuses its appellate powers and reduces taxes unrea¬ 
sonably in a large number of cases, Government appoint under the 
Act a special officer to exercise the appellate powers for a specified 
period. Government can dissolve or supersede a municipality for 
incompetency, abuse of power, etc. and can also remove a chairman. 

Orissa 

There are twenty municipalities (besides six notified area councils 
and one notified area committee). The set up is akin to the set up in 

Bihar and Madras. 

Punjab 

There are 94 municipalities (61 municipal committees and 33 
town committees) serving a population of 21T8 lakhs. 

Constitution. —A municipal committee consists of partly elected 
members and partly members appointed by Government. Unless 
Government otherwise directs, the number of appointed members 
shall not exceed one-fourth of the total number of members. Presi¬ 
dent is elected by the committee. The person so elected becomes 
President, if approved by Government in the case of first class 
committees and by the Commissioner, in second class committees. 

The Government or the Commissioner as the case may be, may 
appoint one of the members of the committee as President— 

(i) if the committee applies for doing so, 

(ii) if the committee has failed to elect one within a month of 

the occurrence of vacancy, or 

(iii) where any committee is excluded by Government from the 

provision for election. 

With Government sanction, salary may be paid to President 
from municipal funds. Only a few municipalities have appointed 
Executive Officers with Government’s approval. 

Supervisory powers of the Government. —Government may 
remove a President for abuse of powers or habitual failure to per¬ 
form his duties. In case of emergency, a Deputy Commissioner 
may carry out a municipal work at the expense of the municipality. 
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If a municipal committee defaults in performing a statutory duty, 
the Commissioner may fix a period for perrormance of the duty. If 
there is still default. Commissioner may appoint some person to 
perform it at municipal expense. Deputy Commissioner has 
similar powers in the case of second class municipalities. 

In case of incompetency or persistent default in doing duty or 
abuse of powers, Government have power to supersede a munici¬ 
pality. 

The law has recently been amended to empower Government to 
force any municipal committee (or district board or town commit¬ 
tee) to impose a tax not already levied or to modify the rate of a 
tax levied. Government can order levy of the tax or modify the 
rate themselves in case of default by local body. 

Uttar Pradesh 

There are 120 municipalities (apart from 37' notified areas and 
265 small town committees) serving a population of 62-70 lakhs. 

Constitution .—Municipal boards consist of members elected on 
adult franchise. A few are co-opted by the board from women, etc. 
in three municipalities, Government nominate a few members. A 
President is elected by direct election by electors of the municipa¬ 
lity. Government may notify that this shall not apply to any board. 
In such a case, Government may nominate a person as President. 

Every municipal board shall appoint an Executive Officer. His 
powers are to issue licences, receive and recover municipal dues and 
to credit them to municipal boards. Executive powers under speci¬ 
fied sections vest in him. 

Supervisory powers of the Government.—The appointment of the 
Executive Officer and his salary are subject to Government appro¬ 
val. In default of municipal board appointing an Executive Offi¬ 
cer, Government may appoint him. 

Municipalities whose income exceeds Rs. 50,000 shall (unless 
Government otherwise direct) employ an accountant belonging to 
the Provincial Accounts Service. The board may by a resolution 
recommend the transfer of the accountant. The Government shall 
transfer the accountant, provided the board gives sufficient reasons 
therefor. 

The State Government may require a board to impose any tax 
leviable but not imposed at such rate and within such period as 
may be specified by Government, or modify the rate of any tax 
already imposed. 

If the board fails, Government may pass order imposing or 
modifying the tax, and the order shall operate as if it had been 
resolution passed by the board. Government have also power to 
dissolve or supersede a municipal board. 

West Bengal 

There are 81 municipalities, including one in the merged Cooch- 
Behar area. 

318 M. of F.—28 
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Constitution .—All members of the municipality (called commis¬ 
sioners) are elected but not an adult franchise. A chairman is 
elected by the municipal commissioners. 

The State Government may require any municipality whose 
annual income is above Rs. 1 lakh to appoint an Executive Officer. 
An Executive Officer can be removed by the commissioners only 
at a special meeting with the support of not less than two-thirds of 
the whole number of commissioners. Qualifications of Executive 
Officer are prescribed by Government. His pay is fixed by the 
municipal commissioners subject to approval of Government. All 
other officers and servants of the municipality are subordinate to 
the Executive Officer. The commissioners may delegate to the Exe¬ 
cutive Officer any of their powers and the Chairman shall cease to 
exercise such powers. In respect of all other matters, the Executive 
Officer shall act under the direction of the Chairman. 

Supervisory powers of the Government .—In case of default of per¬ 
forming a statutory duty by the municipality, Government may ask 
District Magistrate. to perform it at municipal expense. Govern¬ 
ment may dissolve or supersede a municipality. In case of default 
or incompetency of a department of municipality, Government may 
appoint a suitable person to be in charge of that department and 
exercise all powers of the commissioners in that department. 

Hyderabad 

Constitution .—There are 140 city and town municipalities in 
the State serving a population of 25T1 lakhs. 

Towns with a population of 15,000 or more are generally consti¬ 
tuted into city municipalities while towns with a population of 5,000 
or more but less than 15,000 are generally constituted into town 
municipalities. About one-fourth of the members of city munici¬ 
palities and about one-third of the members of town municipalities 
are nominated by Government. Of the nominated members, two 
or three are officials. The remaining members are elected on adult 
franchise. 

The President of a municipal or town committee is elected by 
the members of the committee from amongst the elected members 
thereof. 

The President exercises supervision and control over the acts of 
all officers and servants of the committee including the executive 
officer. One of the duties of the President is to watch over the 
financial and executive administration of the committee. 

The Government appoint an executive officer for each city and 
town municipality. The executive officer shall be a member of the 
Hyderabad Local Government Service. His transfer, promotion, 
and disciplinary action against him are regulated by the Govern¬ 
ment in consultation with the committee concerned. The executive 
officer exercises the executive power, subject to the sanction of the 
committee, wherever required. 

Apart from the executive officer, other bigger officers also, e.g.? 
municipal engineer, secretary, supervisors, etc. are appointed by 
the Government from amongst a State cadre of municipal service. 
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All local bodies have to contribute 12J per cent, of their income to 
a fund out of which are paid all the staff earning a salary of Rs. 100 
or above. 

As the officers are appointed by the Government, the local bodies 
cannot take any disciplinary action against them. They can recom¬ 
mend appropriate action to the Government. 

The appointment of the lower staff is completely within the 
power of the municipalities. Since they are the appointing authori¬ 
ties, they can take disciplinary action including dismissal. However 
there is an appeal to the Government and as the appellate authority 
Government exercises revisionary powers. 

Supervisory powers of Government.—-A member or President 
may be removed for abuse of power by the State Government in the 
case of municipal committees and by the Secretary, Local Govern¬ 
ment in the case of town committees. The Government may dis¬ 
solve and reconstitute by fresh elections incompetent Committees. 
If even the reconstituted committee is incompetent Government may 
supersede the committee. J 

Madhya Bharat 

Constitution and supervisory powers of the Government— There 
are 84 municipalities in the State serving a population of 14-63 lakhs. 

A new Municipal Bill for all the municipalities in the State is 
under the consideration of the State Legislature. Pending enact¬ 
ment of the Bill, the laws which were in force in the covenanting 
States of Madhya Bharat, before merger, continue to be in force 
in the respective municipalities. Most of them are elected on res¬ 
tricted franchise and control of the Government both in respect of 
general matters and taxation is greater. 

Mysore 

There are 107 municipalities in the State, two city and 105 town 
municipalities. Town municipalities are created generally for towns 
with a population of 3,000 and over but less than 25,000, while city 
municipalities are constituted for towns with a population of more 
than 25,000. 

Town Municipalities.— There is a council consisting of from ten 
to twenty councillors. All of them are to be. elected on adult fran¬ 
chise, Government appointment being reserved to cases of vacancies 
arising out of the failure of the electors to elect a councillor. 

The council shall elect a President. The President is the exe¬ 
cutive authority in municipalities where no executive officer is 
appointed. In municipalities where an executive officer is appointed, 
he shall exercise supervisory powers and “watch over the financial 
and executive administration of the municipal council”, besides pre¬ 
siding over the meetings of the Council. 

Supervisory powers of the Government .—Supervisory powers of 
the Government are extensive. Apart from the power to supersede 
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a municipality for maladministration, they have power to requir 
the municipality to appoint certain officers for due performance c 
functions, viz., health officer and engineer; may order an inquiry int 
the conduct of affairs of any municipality and may repeal wholly o 
in part or modify any rule or bye-law made by any municipal cour 
cil. 

In regard to taxation, the Government have power to require th 
municipality to levy any permissible tax or arise rate. 

City Municipalities: There is a council consisting of councillor 
of whom not less than four-fifths are elected and the rest may b 
nominated. Of the nominated members, salaried servants of th 
Government shall not exceed one half. 

For every municipality, there shall be a president, who may eithe 
be elected or appointed by the Government either by name or desij 
nation. He shall be the executive authority in municipalities whei 
there is no executive officer or municipal commissioner: in munic 
palities where either an executive officer or a municipal commissionc 
is appointed, he shall exercise supervisory powers and watch ov< 
the financial and executive administration of the municipality, beside 
presiding over the meetings of the council. 

Supervisory powers of the Government .—Government ha\ 
powers, including the power to require the municipality to levy ar 
tax or raise its rate, of supervision similar to those in the case i 
town municipalities. 

PEPSU 

There are 21 municipalities and 37 small town committees servii 
a population of 6‘48 lakhs. The constitution and powers of supe 
vision of the Government are akin to those of Punjab State. 

Rajasthan 

There are 139 municipal boards. A new Act, the Rajasthan Tov 
Municipalities Act, 1951, was promulgated on 22nd December 19,' 
but the position has not been stabilised under that Act. 

Prior to the promulgation of this Act, the municipalities in t 
various covenanting States were governed by different laws, 
some cases, they were mere departments of the Governments. 

Saurashtra 

There are 80 municipalities, serving a population of 13-11 lak 
Twenty of these municipalities are in towns with a population 
less than 5,000. 

The constitution and powers of supervision of the Governnu 
are akin to those in Bombay, Saurashtra having adopted the Bomb 
enactments with slight modifications. 

Travancore-Cochin 

There are 24 municipalities serving a population of 8-01 lak 

Constitution.—In each municipality, there is a council consist 
of not less than 12 and not more than 24 members. 



Every municipality shall have a Chairman who may be elected 
by the council or if the Government desire, may be appointed by the 
Government. The Chairman however is not the executive authority 
but only an authority presiding over the meetings of the Council 
and supervising the affairs. 

The Government may appoint a Commissioner for a municipality 
and he shall be the executive authority. 

Supervisory powers of the Government .—Government have power 
to supersede or dissolve a municipality, appoint an administrator, 
cancel or modify any resolution of the municipality, remove a chair¬ 
man for misconduct, etc., and transfer any municipal servant from 
one municipality to another municipality (with the consent of the 
municipalities). 



APPENDIX C 


POWERS OF TAXATION OF MUNICIPALITIES IN DIFFERENT 

STATES 

The important taxes levied by the municipalities in the various 
States, and their powers in respect of the levy of the tax, alteration 
of the rate, etc. are as under: — 

Assam 

Property tax, service taxes, tolls and tax on animals and vehicles 
are the important taxes levied by the municipalities in this State. 

A municipal board may impose any tax which it is permitted to 
levy without the specific sanction of the Government; but when the 
board has taken a loan from or guaranteed by the State Govern¬ 
ment, it shall not, without the previous sanction of the State Gov¬ 
ernment make any alteration in respect of any tax which may have 
the effect of reducing the income of the board. 

Bihar 

The taxes levied by the municipalities are: — 

(1) the holding tax (property tax); 

(2) service taxes, including water and latrine tax; 

(3) taxes on vehicles and animals; 

(4) registration fee on carts; 

(5) registration fee on vehicles plying on hire; 

(6) tax on persons; 

(7) lighting tax; and 

(8) tax or fee on dogs. 

The last three are minor taxes. The municipalities are empowered 
to fix the rates of taxes subject to the maxima laid down in the Act. 
They cannot however decrease the rate of any tax levied by them 
without the previous sanction of the Government. 

Bombay 

(1) A General House Tax; (2) service taxes like a sanitary cess, 
a drainage tax, a water rate and a lighting tax, assessed on the 
rateable value of properties; (3) Octroi; (4) a special education 
tax, in the case of borough municipalities; (5) a tax on animals 
and vehicles, including motor vehicles and (6) a terminal tax, pro¬ 
vided it was being levied prior to 16th July 1917, are the principal 
taxes levied by the municipalities. 

It is also provided that the municipalities can levy any other tax 
in the State List with the sanction of the State Government. 

All changes in taxes have to be made with the approval of a 
government authority, the taxation proposals of the Municipal 
Boroughs being sanctioned by the Government themselves and those 
of the District Municipalities sanctioned by the Director of the Local 
Authorities concerned. 
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Madhya Pradesh 


(1) A general property tax; (2) service taxes; (3) octroi; (4) 
terminal tax; (5) tolls; (6) tax on vehicles and animals (exclusive 
of motor vehicles); (7) profession tax; (8) theatre tax; (9) pilgrim 
tax; and (10) Haisiyat tax, are the principal taxes levied by the 
municipalities. There is a very wide divergence in the utilisation of 
the different taxes in this State. The 112 municipalities levy the 
different taxes as under: — 


General property tax 
Service taxes 
Octroi 
Terminal tax 
Toll 

Tax on vehicles and animals 

Profession tax 

Theatre tax 

Pilgrim tax 

Haisiyat tax 


73 municipalities. 
104 „ 

49 

26 „ 

43 

76 

47 

1 -j 

1 

14 


The first imposition of any tax requires the sanction of the Gov¬ 
ernment. No rates (minima or maxima) have been prescribed for 
most of the taxes and the municipalities may increase or decrease 
the rates without the specific sanction of the Government; however 
if the Committee is indebted to the Government, any proposal for 
a reduction in the rate of any tax requires the sanction of the Gov¬ 
ernment. 

Madras and Andhra 

(1) Property tax comprising of (a) a tax for general purposes, 
(b) a water and drainage tax, (c) a lighting tax, and (d) a scaveng¬ 
ing tax; (2) profession tax; (3) tax on vehicles (excluding motor 
vehicles) and animals and carts; (4) a surcharge on stamp duty; 
(5) an education tax as a surcharge on property tax; and (6) a pil¬ 
grim tax (in the case of pilgrim centres) are the important taxes 
levied by the municipalities. 

In the case of property tax, no maxima or minima are prescribed 
in the Act, except in the case of vacant lands in respect of which 
maximum rates are prescribed under the rules. The municipalities 
are, therefore, at liberty to fix and alter the rates without any speci¬ 
fic sanction of the Government. Government however have the 
power to compel municipalities to levy-the property tax at the rates 
fixed by the Government. 

In respect of the profession tax and tax on vehicles and animals 
and carts, maximum rates are prescribed and the municipalities are 
at liberty to fix the rates, subject to the maxima prescribed. The 
surcharge on stamp duty is levied at a fixed rate (fixed by the 
Government). 


Orissa 


(1) Property tax comprising (a) a holding, (b) latrine, (c) 
water, (d) lighting, and (e) drainage tax; (2) taxes on carriages, 
carts and animals; (3) taxes on professions, etc.; (4) a poll tax on 
vehicles and animals carrying passengers and goods to festivals and 
fairs held within municipal areas are the principal taxes levied by 
the municipalities. In addition, they are also permitted to levy an 
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education tax or any other tax or cess for the health, safety and 
convenience of the residents, with the sanction of the Government. 

In respect of the property and other taxes, maximum rates are 
now prescribed, and the municipalities may levy the taxes, subject 
to the maxima prescribed. • 


Punjab 

(1) A tax on houses and lands; (2) service taxes (water, lighting, 
drainage, conservancy, etc.); (3) Octroi and terminal tax; (4) pro¬ 
fession tax are the important taxes levied by the municipalities. The 
maxima are prescribed by the Government and the municipalities 
can levy these taxes at any rate subject to the limits prescribed. 
However, if any municipal council consists of less than three-fourths 
elected members or its cash balances have at any time within the 
three months preceding the date of passing the resolution imposing 
the tax, fallen below Rs. 20,000 or one-tenth of the income accrued 
in the previous financial year, whichever amount is less, it shall not 
impose a tax without the previous sanction of the Government. 

It is also provided that a municipality may levy any other tax 
in the State List, with the previous sanction of the Government. 

There is a considerable variation in the levy of the taxes in this 
State also. In the 94 municipalities (61 Municipal Committees and 
33 Town Committees), the various taxes are levied as under: — 

“A” MUNICIPAL COMMITTEES—6i 


Names of Taxes No. of Municipal 

Committees levying them 


x. Taxes on buildings and lands . 40 

2. Octroi. 6! 

3. Profession tax 4 

4. Tax on menial domestic servants ..... 1 

5. Tax on animals including fees for registration of dogs . . 8 

6. Tax on vehicles. 22 

7. Water tax. 5 

8. Water’rate . .. I2 


“B” TOWN COMMITTEES—33 



Names of Taxes 




No. of Town Commit¬ 
tees levying them 

I. Property town rate 





13 

2. Personal town rate 

. . 




25 

3. Profession tax 

• 




3 

4. Tax on vehicles 

• • * • 




1 

5. Tax on dogs 

• • * • 




3 

6 . Terminal Tax . 

• • • w 




. 2 

7. Octroi .; 

• , • • • 




. II 
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Uttar Pradesh 

The principal taxes levied by the municipality are: —(1) property 
tax comprising of (a) a tax on buildings and land and (b) water tax, 
(2) tax on professions, trades and callings; and (3) tax on circum¬ 
stances and property; (4) octroi; (5) terminal tax on goods; (6) 
terminal toll (tax on goods carried by road); (7) pilgrim tax 
(terminal tax on passengers); and (8) toll on roads and ferries. 

There is a considerable variation in the levy of different taxes. In 
the 120 municipalities, the various taxes are levied as under: — 


Octroi ....... 

. 47 municipalities. 

Terminal tax on goods .... 

. 20 

33 

Terminal tax on passengers (pilgrim tax) 

8 

>. 

Terminal Toll ....... 

■ 19 

33 

Toll on roads and ferries .... 

• 37 

33 

Tax on buildings and lands .... 

• 37 

33 

Water tax ...... 

. 21 

99 

Tax on professions, trades and callings , 

• 44 

99 

Tax on circumstances and property 

■ 13 

33 


The municipalities have only the power to indicate or select the 
tax to be imposed. Every proposal for the levy of a tax, or alteration 
of the rate requires the sanction of a higher body (of the Government 
in the case of city municipalities and Divisional Commissioner in the 
case of others). The Government have also recently acquired the 
power to require a municipality to impose a tax, or modify the rate 
of any existing tax and to impose or modify it themselves if the muni¬ 
cipality fails to comply with their orders. The simultaneous imposi¬ 
tion of the tax on professions, etc., and the tax on inhabitants assessed 
according to their circumstances and property; the octroi duty and 
terminal tax by any municipality are prohibited. 

West Bengal 

(1) Property tax under the name of holding rate; (2) service 
taxes (water, lighting, drainage, conservancy, etc.); (3) taxes on 
vehicles and animals; (4) profession tax and tolls are the important 
taxes which the municipalities can levy. 

Maximum limits are prescribed in respect of all the taxes except 
tolls on ferries and bridges, and within the limits prescribed, the 
municipalities can fix and alter the rates. Sanction of the Govern¬ 
ment is required only in the case of the levy or the alteration of the 
rate of tolls. 


Hyderabad 

(1) Property tax; (2) profession tax; (3) vehicles and animal tax; 
(4) Barbardari toll; (5) pilgrim tax; (6) general water tax; (7) market 
toll; (8) tax on public entertainments; (9) tax on transfer of immov¬ 
able property; and (10) tax on advertisements are the important taxes 
which the municipalities may levy. In addition, it is provided that 
any other tax also may be imposed with the approval of the Govern¬ 
ment in consultation with the Finance Department. The levy of any 
tax or a modification of its rate generally requires the sanction of the 
Government. 
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Mysore 

(1) Tax on buildings and lands; (2) a special general and sanitary 
cess; (3) a water rate; (4) tax on vehicles and animals (excluding 
motor vehicles), (5) tolls on vehicles; (6) octroi; (7) profession tax; 
(8) surcharge on stamp duty on transfers of immovable property are 
the important taxes levied by the municipalities. The levy of every 
tax and any modification of its rates requires the sanction of the 
Government. This is the result of the provision that all details 
regarding the tax including the rate of levy shall be in the form of 
rules approved by the Government. 

PEPSU 

The taxes leviable by the municipalities in Punjab are leviable in 
PEPSU also. However, in fact only the octroi is levied by all the 
municipalities, including small town committees. A beginning is 
being made with the levy of property tax in one or two towns, e.g., 
Bhatinda and Patiala. The procedure etc. in respect of the levy of 
taxes is akin to the procedure etc. in Punjab. 

Rajasthan 

Prior to merger, there was no settled system of local taxation. “In 
some cases the local bodies were merely government departments and 
their expenditure was met entirely from the revenues of the States. 
In some cases even though the local bodies could raise independent 
revenues, yet the heads assigned to them were based only on executive 
•orders. In most of the cases, the local bodies were not able to meet 
their expenditure from the assigned revenues and they had to depend 
on liberal grants given by the Covenanting States”. 

In the new Act, viz., the Rajasthan Town Municipalities Act, 1951, 
all the taxes which the municipalities in Part A States could levy 
have been permitted to be levied by the municipalities in Rajasthan. 
The municipalities are however none too anxious to start levying the 
taxes. The present position is that out of 139 municipalities, house 
tax is levied by only one municipality (at five per cent, of the rental 
value). Octroi is levied in 85 municipalities. Vehicle and animal 
tax, (other than motor vehicles) is levied by almost all the municipa¬ 
lities. Likewise, entertainment tax is levied by almost all the muni¬ 
cipalities and yields them substantial revenue. However, Gov¬ 
ernment feels that this is a source better utilised by the State 
Government, as. in the case of certain other States. 

Saurashtra 

In the pre-integration period, the sources of municipal revenues 
■differed greatly from State to State. Since a number of municipalities 
were in the nature of State departments, the question of independent 
sources of revenue did not arise for them at all. In other municipali¬ 
ties the gap between expenditure and income was made up by State 
grants. The main sources of revenue were proceeds from sales of land, 
•octroi duty, local custom duties, and bham (monopoly on collection of 
hides and skins of dead animals). With the enforcement of the new 
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Act more sources of revenue, viz., octroi, sanitary cess fees and rents 
of various markets, fees of slaughter houses, hotel licence fees, latrine 
fees, a rate on building or land, lodge and bakery licence fees from 
public conveyances including cycles were transferred. But the newly 
•elected municipalities had to start de novo in the matter of finances 
and very naturally it was difficult for these bodies to raise and 
exploit all the financial resources at their disposal on their very incep¬ 
tion. The State Government therefore had to take over the onus of 
introducing initial and important municipal taxation. The Saurash- 
tra Terminal Tax and Octroi Duty Ordinance was promulgated in 
1949, which ensured uniformity in the levy and exemptions and also 
secured much needed revenues for the newly elected municipalities. 

Travancore-Cochin 

(1) Property tax comprising a general rate, a water and drainage 
tax, a lighting tax and a scavenging tax; (2) taxes on vehicles and ani¬ 
mals; (3) tax on carts; (4) profession tax; (5) entertainment tax; (6) 
advertisement tax, and (7) tolls on vehicles and animals entering 
the municipality are the important taxes which the municipalities 
levy. 

While the levy of the first four taxes does not require any specific 
sanction of the Government but is subject to rules incorporated in the 
Act, the first levy of the rest (viz., taxes at serial Nos. 5, 6, and 7) and 
any subsequent modifications in their rate requires the sanction of 
the Government. 



APPENDIX D 

Taxes leviable by Municipal Corporations 


Municipal 

Corporation 

of 


Bombay 


Calcutta 


Madras 


Taxes which must be 
levied 


i. Property taxes— 

(a) General tax of 
not less than 8 and 
not more than 21 
per cent, with a fire 
tax of not less than 
1/4 and not more 
than 3/4 per cent, 
of the rateable value 
of buildings and 
lands. 


Taxes which Remarks 

may be 

le vied __ 

A. Education Education cess is design- 
Cess. ed as a tax which 

could be passed on to 
the occupiers. It has 
not so far been levied. 


(b) Water tax. 

(c) Halalkhore tax of not 
more than 5 per 
cent. of the rateable 
value. 

2. A tax on vehicles 
and animals. 

3. A theatre tax. 

4. Town duties. 

5. Dog tax. 


1. A tax on carriages 
and animals. 

2. A tax on dogs. 


3. Tax on professions, 
trades and callings. 

4. Scavenging tax on 
certain trades (those 
keeping animals'). 


n. n consolidated 
rate not exceeding 
23 per cent, on the 
annual value of all 
lands and buildings. 

B. A petroleum Cesst 


A. A property tax. 

B. A tax on com¬ 
panies. 

C. A profession tax. 

D. A tax on carriages 
and animals. 


While General tax, with 
fire tax is to be borne 
by the owner of the 
building, water and 
Halalkhore taxes are to 
be borne by the occu¬ 
pants. They are how¬ 
ever in the first ins¬ 
tance collected from the 
owner who is given a 
rebate in the rateable 
value fixed. 

Dog tax is more in the 
nature of a licence fee 
for keeping dogs. 

Tax- on professions etc., 
is enforced in the form 
of a licence to be takeD 
out. 


E. A tax on carts. 

F. A tax on timber 
brought into the 
city. 

G. A tax on adver- Tax on advertisements 

tisements. other than advertise¬ 

ments in newspapers. 

H. A duty on certain 
transfers of proper¬ 
ty in the shape of an 
additional stamp 
duty. 
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APPENDIX D—contd. 

Taxes leviable by Municipal Corporations —contd. 


Municipal Taxes which must be Taxes which I 
Corporation levied may be levied 

asof 


Ahmedabad and x. Property taxes— A. Octroi. 

H Poona. (a) A general tax of 

not less than 12 B. Profession tax. 
per cent, of rate¬ 
able value. 

(b) Water tax. C. A tax on dogs. 

(c) Conservancy tax. 

D. A theatre tax. 

2. A tax on vehicles, 

boats and animals. E. A toll on animals 
and vehicles, other 
than motor vehicles 
or trailers. 

F. Any other tax 
which the State 
Government has 
power to levy. 

Nagpur 1. Property taxes . A. Profession tax. 

2. A latrine or conser- B. A tax on vehicles 

vancy tax. or animals includ¬ 

ing dogs. 

3. A tax for construe- C. A toll on vehicles 
tion and maintenan- and animals enter- 
ce of public latrines. ing the city and 

boats moored with- 

4. Water rate, where in the city, 
water is supplied 

by the corporation. 

5. A cess on animals or D. Fees on the regis- 
goods brought with- tration of cattle sold 
in the city for sale, within the city, 
consumption or use 

therein. E. A lighting rate 

where public light¬ 
ing is provided by 
the corporation. 

F. Market dues on 
persons exposing 
goods in any mar¬ 
ket or place belong¬ 
ing to the Govern¬ 
ment Improvement 
Trust or Corpora¬ 
tion. 

G. Any other tax 
which the State Go¬ 
vernment has power 
to impose. 

Jabalpur Same as Nagpur 

^ atna A. A tax on holdings. 

B. A water tax. 


Remarks 


Nagpur Corporation has 
been established with 
effect from 2nd March 
1951 and these were 
the taxes levied during 

1951-52- 
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APPENDIX D—contd. 

Taxes leviable by Municipal Corporation —contd. 


Municipal 

Corporation 

of 


Patna— contd. 


Hyderabad and 
Secunderabad 
Corporations. 


TaxesTwhich must Taxes which may 
be levied be levied Remarks 


C. A latrine tax. 

D. A lighting tax. 

E. A drainage tax. Drainage tax cannot bo 

imposed in an area 

F. A tax on the ve- where latrine tax is 

hides, horses and imposed and vice versa . 

other animals. 

G. A fee on the re- Taxes at ‘ G ’ and ‘H’ 
gistration of carts. are sometimes designa¬ 
ted fees and sometimes 

H. A fee on the regi- taxes, 
stration of vehicles 

kept, used or plying 
for hire and to taxi. 

I. A tax on trades, 
professions and call¬ 
ings. 

J. A toll or duty on 
animals or goods 
brought in for sale, 
consumption or use. 

K. A toll on vehicles, 
carts and animals 
entering the city 
but not liable to 
pay the tax or fee 
under F, G & H. 

L. A tax on adver¬ 
tisements. 

M. Any other tax, 
which the State 
Government has 
power to levy. 

1. Property taxes A. Octroi. 

2. A tax on vehicles, B. Profession tax. 
boats and animals. 

C. Tax on dogs. 

D. Theatre tax. 

E. A toll on animals 
and vehicles enter¬ 
ing the city. 

F. With the previous 
sanction of the 
Government any 
other tax which the 
Legislature of 
the State has power 
to impose in the 
State. 



APPENDIX D —contd. 

Taxes leviable by Municipal Corporation —concld. 


Municipal 

Corporation 

of 


Bangalore 


Trivandrum 


Taxes which must be Taxes which may 
levied be levied 


A. A property tax. 

B. A Profession tax. 

C. A tax on carriages 
and animals. 

D. A tax on carts. 

E. An octroi on ani¬ 
mals or goods or 
both brought with¬ 
in the octroi limits 
for consumption or 
use therein. 

F. A tax on adver¬ 
tisements. 

G. A duty on certain 
transfers of proper¬ 
ty in the shape of 
an additional stamp 
duty. 

H. Any other tax. 

A. Property tax. 

B. Profession tax. 

C. Tax on compan¬ 

ies. 


D. Tax on carts. 

E. Tax on entertain¬ 

ments. 

F. Advertisement tax. 


Remarks 


G. Tax on animals 
and boats. 



APPENDIX E 

Extent of levy of Property tax in different States 


“S. No. State Legal provision Actual Position 



Part A States 


1. Andhra . Levy is optional as regards Levied by all the municipalities 

municipalities and compulsory and the village panchayats. 

as regards the village pan¬ 
chayats. 

2. Assam . Levy is optional in respect of Levied by all the municipalities. 

municipalities as well as The village panchayats have 

village panchayats. not yet started levying this 

tax. 

3. Bihar . Levy is optional in respect of the Levied by the municipal cor- 

municipalities, and compulsory poration of Patna and the 

in respect of village pancha- municipalities. 

yats. 

4 - Bombay Levy is compulsory in respect of It is levied by all the municipal 

the municipal corporations and corporations, municipalities 

village panchayats. It is and village panchayats. 

optional in respect of munici¬ 
palities. 

5. Madhya Pradesh The levy is compulsory in res- Out of 112 municipalities, 73 
pect of municipal corporations municipalities levy the general 
and panchayats and optional in tax and 104 levy service 

respect of municipalities. taxes. 

■6. Madras Thr levy is optional in respect of Levied by the municipal cor- 

the municipal corporation and poration, and all municipalities 
the municipalities but is com- and village panchayats. 
pulsory in respect of village 
panchayats. 

7. Orissa Levy is optional for municipali- Levied by all the municipali ies. 

ties and compulsory for 
panchayats. 

-8. Punjab The levy is optional in the case Levied in only 40 municipalities 

of municipalities and small out of 61 and 13 small town 

town committees and com- committees out of 33. 

pulsory in respect of village 
panchayats. 

9. Uttar Pradesh Levy is optional in the case of Levied in 37 municipalities out of 
municipalities; in village pan- total number of 120. 
chayats in the case of those 
who do not pay a tax on rental 
value of land, or a tax on pro¬ 
fessions, trades and callings, 
a tax on buildings is levied. 

10. West Bengal Levy is optional for the Calcutta Levied in Calcutta and in other 
Municipal Corporation and municipalities, 
other municipalities. 
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APPENDIX E—contd. 


Extent of levy of Property tax in different States —contd. 


;S. No. State 

Legal provision 

Actual Position 

I 2 

3 

4 

Part B States 



ii. Hyderabad . 

Levy is optional for municipal 
corporations, municipalities 
and village panchayats. 

Levied by the municipal cor¬ 
porations and all the munic 1 - 
palities. Many of the pan¬ 
chayats have begun to levy 
this tax. 

12. Madhya Bharat Levy is optional for municipali¬ 
ties and compulsory for pan- 
chayats. 

Levied by 73 out of the 84 
municipalities. 

13. Mysore 

Levy is optional for municipali¬ 
ties and compulsory for pan¬ 
chayats. 

Levied by the municipal corpora¬ 
tion and all municipalities. 

14. PEPSU 

Levy is optional . 

Proposed to be levied only by 
two municipalities from 1954- 
55 out of 21 municipalities 
and 37 town committees. 

15. Rajasthan 

Do. 

Levied by only one municipal 
board out of 139. 

16. Saurashtra . 

Levy is optional in the case of 
municipalities and panchayats 

Not levied by a number of muni¬ 
cipalities. 

.17. Travancore- 
Cochin 

Levy is optional 

Levied by the municipal cor¬ 
poration and the municipali¬ 
ties. A house tax is levied 
by the village panchayats 
also. 

Part C States 



18. Ajmer 

Levy is optional 

Levied by the Ajmer Munici¬ 
pality. 

19. Delhi 

Do. 

Levied by the municipal com 
mittee. 

20. Coorg 

Do. 

Levied in the municipalities an : 
notified areas. 

31 . Himachal 
Pradesh 

Do. .... 

Property tax levied by two 
municipalities out of 11. Ser¬ 
vice tax is levied by one 
municipality. 
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APPENDIX F 


PARTICULARS REGARDING APPELLATE AUTHORITIES 

RELATING TO PROPERTY TAX ASSESSMENTS IN MUNI¬ 
CIPAL CORPORATIONS AND MUNICIPALITIES 

Municipal Corporations 

In the Municipal Corporations of Calcutta, Bombay, Ahmedabad. 
and Poona, appeals against property tax assessments fixed by the 
municipal commissioner lie to the Small Cause Court. 

In the Calcutta Corporation, a further appeal on the decision of 
the Small Cause Court lies to the High Court in all cases. In the 
case of the Corporations of Bombay, Ahmedabad and Poona, an. 
appeal shall lie to the High Court in the case of the Bombay Corpo¬ 
ration and to the District Court in the case of the other two Corpora¬ 
tions, against the decision of the Small Cause Cour-t where a rate¬ 
able value in excess of Rs. 2,000 is fixed or in any other case, upon 
a question of law or the construction of a document. 

In the Madras Municipal Corporation, the appeals lie to the 
Taxation Appeals Committee consisting of a paid Chairman appoint¬ 
ed by the State Government and two councillors elected by the 
Corporation Council. The parties can prefer a further appeal 
against the decision of the Taxation Appeals Committee to the 
Small Cause Court whose decision is final, but where a question of 
law is involved, the Small Cause Court should make a reference to 
the High Court and dispose of the case m conformity with the 
order of the High Court on the reference. 

Municipalities 

The appellate authorities in respect of property tax assessments 
in municipalities are different in different States. The systems 
followed in some principal States are stated below: 

Madras and Andhra: In the Madras and Andhra States, appeals 
against municipal taxes in district municipalities lie to the munici¬ 
pal council, whose decision is final. The municipal council usually 
delegates its power of disposing of the appeals to an ad hoc com¬ 
mittee of a few municipal councillors. Where a municipal council 
or its committee abuses its powers to a grave extent and reduces 
tax assessments unreasonably in a large number of cases, the State 
Government, in exercise of its powers under Rule 28A of Schedule 
IV to the Madras District Municipalities Act, 1920, withdraws the 
appellate powers of the municipal council and vests them in a 
special officer appointed by the Government. 

Assam: Appeals are disposed of by a committee of the municipal 
board. The committee’s decision is final. 

Bihar: Appeals are decided by a committee of two members of 
the municipal board and one Government servant not below the 
rank of a Deputy Magistrate. 
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Bombay: Objections to assessments are disposed of by the muni¬ 
cipal commissioner where there is one, and in other cases by a 
Standing Committee of the municipal board. Appeals against the 
decision of these authorities lie to a Magistrate or Bench of Magis¬ 
trates. A revision petition lies against the decision of the Magis¬ 
trate or Bench of Magistrates to the relevant appellate court. 

Madhya Pradesh: The appeals lie to the Deputy Commissioner. 
A second appeal lies to Government in cases of disputes about the 
jurisdiction of the appellate authority or any principle of assess¬ 
ment. 

Punjab: The appeals are disposed of by the Deputy Commissioner 
or other officer empowered by the Government. 

Uttar Pradesh: Objections to assessments are first heard by a 
committee of the municipal board. Appeals against the decision of 
the committee are disposed of by the District Magistrate or other 
officer empowered by the Government. 

West Bengal: The appeals lie to a committee of the municipal 
board. The committee’s decision is final. The State Government is 
considering the appointment of an accurate valuation body as the 
appellate authority. Pending implementation of this proposal, the 
State Government propose to provide that one member of the appeal 
committee should be appointed by the Government. 

The Bihar and West Bengal Government have stated that appeal 
commitees of municipalities reduce tax assessments unduly. 

Hyderabad: Appeals are heard by the Collector in the case of 
city municipalities and the Deputy Collector in the case of town 
municipalities. A second appeal lies to the Secretary and Minister, 
Local Government. 

Madhya Bharat: Appeals are preferred to the Inspector General 
of Municipalities in the case of one municipality and to the Collector 
in the case of other municipalities. 

Mysore: Appeals lie to the prescribed Magistrate. A revision 
petition against the decision of the magistrate lies to the court to 
which appeals against his decision ordinarily lie. 



APPENDIX G 

DETAILS OF THE LEVY OF PROFESSION TAX IN CERTAIN 

STATES 

West Bengal 

In the Calcutta Municipal Corporation and other municipalities in 
West Bengal, trades and professions are divided into a number of 
classes and the maximum profession tax payable by each class is fixed. 
The maximum rate of tax varies from Rs. 3 to Rs. 500 per year in the 
case of the Calcutta Municipal Corporation and from Re. 1 to Rs. 200 
per half-year in the other municipalities. The assessee has to pay the 
tax half-yearly in the case of a municipality and annually in the case 
of the corporation in advance, as a fee for taking out a licence for 
carrying on the trade, etc. 


The maximum rates of the tax laid down for the several classes in 
the municipalities other than the Calcutta Corporation are as below. 


Serial 

No. 

Classes 

Maximum 

half- 

yearly tax 
in rupees 

I 

2 

3 

I 

Company transacting business within the municipality for profit 
or as a benefit society not being a registered co-operative society 
of which the paid up capital is equivalent to :— 

R 


(a) More than Rs. 10,00,000 1. 

200 


(b) More than Rs. 5,00,000 but not more than Rs. 10,00,000 

IOO 


(c) More than Rs. 1,00,000 but not more than Rs. 5,00,000 

50 


(d) Rs. 1,00,000, or less ....... 

20 


2 Merchant, banker not being a registered co-operative society, money¬ 

lender, wholesale trader, owner or occupier of a market, bazar or 
theatre or place of public entertainment, broker or dalal in jute, 
cotton, precious stones, landed property, country produce, silk or 
other merchandise—whose place of business is valued under this 
Act at not less than :— 

(a) Rs. ioo per mensem.. 

(b) Rs. 50 per mensem ........ 

(c) Rs. 25 per mensem ........ 

3 Commission agent, broker not included in serial No. 2, architect, 

engineer, contractor, medical practitioner, dentist, barrister, legal 
practitioner :— 

(a) in respect of whose income, income-tax is payable 

(b) in respect of whose ncome, no income-tax is payable . 
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Serial 

Classes 

Maximum half- 

No. 


yearly tax in rupees 

I 

2 

3 


4 Retait trader or shop-keeper, boarding house keeper, hotel-keeper, 
lodging house-keeper, tea-stall keeper, eating-house keeper—whose 
place of business is valued under this Act at not less than :— 

v aj Rs. 25 per mensem ........ 

(b) Rs. 12 per mensem ........ 

(c) Rs. 6 per mensem ........ 

(d) Rs. 3 per mensem ........ 


8 

4 

2 

1 


District boards in West Bengal do not levy profession tax, but the 
union boards levy a union rate which is of the nature of the ‘tax on 
circumstances and property’, which itself is a kind cf profession tax. 
The maximum amount of assessment to the union rate is Rs. 84 per 
annum. 

Madras and Andhra 

Profession tax is levied by all municipalities including the Corpo¬ 
ration of Madras, a few district boards and several panchayats. The 
tax is levied as a local tax on income. Income from professions, 
trades, callings, salaries, pensions and income from investments are 
all liable to profession tax. Agricultural income, however, is not lia¬ 
ble to the tax. The tax is levied half-yearly on the basis of the half- 
yearly income of the assessees. Persons whose half-yearly income 
does not exceed Rs. 600 in the city of Madras and Rs. 300 in the rncfus- 
sil are exempt from the tax. Assessees are divided on the basis of 
their income into 10 classes, and the maximum tax payable by each 
class has been fixed by statutory rule issued by the State Government 
with the approval of both the Houses of the Legislature on progress¬ 
ive scales as under: — 


Class 


Half-yearly income 


I More 
II More 

III More 

IV More 
V More 

VI More 
VII More 
VIII More 
IX More 
X More 


than Rs. 
than Rs. 
than Rs. 
than Rs. 
than Rs. 
than Rs. 
than Rs. 
than Rs. 
than Rs. 
than Rs. 


15,000 

12,000 

9,000 

6,000 

4.800 
3,000 

1.800 
1,200 

600 

300 


but not 
but not 
but not 
but not 
but not 
but not 
but not 
but not 
but not 


more than Rs. 
more than Rs. 
more than Rs, 
more than Rs. 
more than Rs. 
more than Rs. 
more than Rs. 
more than Rs. 
more than Rs. 


Maximum 

half- 

yearly 

tax 


Minimum 
half- 
yearly 
tux in the 
easel. of 
village 
panchayats 



3 

4 



Rs. 

Rs. 

A. 


125 

100 

O 

15^000 

100 

75 

0 

12,000 

75 

50 

0 

9,000 

50 

25 

0 

6,000 

25 

12 

0 

4,800 

• 12 

6 


3,000 

6 

4 


1,800 

4 

2 

0 

1,200 

2 

I 


600 

I 

0 

8 
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In the city of Madras, class X is not taxed. With this exception, 
the maximum rates are applicable to all municipalities, district boards 
and panchayats. In the case of village panchayats alone, minimum 
rates of the tax of the several classes have been laid down. All assess- 
ees are required by local authorities to furnish to them a return of 
their half-yearly income, but the assessees are not compelled to sub¬ 
mit their detailed accounts to the local authorities. If the executive 
authority of the local body considers in any case that the return of 
income is not a correct one, he fixes the income according to his own 
estimate. All employers are required by law to furnish to local 
authorities, on requisition, returns of the salary paid by them to each 
of their employees liable to profession tax. 

Where a person or company transacts business exclusively in a 
single municipality and is an income-tax assessee, one-half of the 
income of the person or company computed for the purposes of in¬ 
come-tax assessment for the year comprising the half-year concerned 
shall be taken by the municipality as his or its income assessable to 
profession tax for the half-year. Where the income is not so ascer¬ 
tainable or the person or company is not an assessee to income-tax or 
transacts business in more than one municipality, the income for 
purposes of assessment to profession tax is calculated at the percent¬ 
ages of his o‘r its turnover of business in the municipality given in 
the following table. If in any case the income so calculated is less 
than the minimum sum specified in column (3) of the table, the pre- 
centage shall be enhanced to such a rate as would yield such mini¬ 
mum sum. 





Percentage 

Minimum 





Rs. 

Where the turnover of business exceeds Rs. 12 lakhs 

I 

18,000 

Where the turnover of business exceeds Rs. 
but does not exceed Rs. 12 lakhs. 

6 

lakhs 

i -5 

12,000 

Where the turnover of business exceeds Rs. 
but does not exceed Rs. 6 lakhs. 

3 

lakhs 

2 

9,000 

Where the turnover of business exceeds Rs. 
but does not exceed Rs. 3 lakhs. 

1,50,000 

3 

6,000 

Where the turnover of business does not 
Rs. 1,50,000. 

exceed 

4 



As soon as the maximum limit for profession tax was increased from 
Rs. 50 to Rs. 250 in the Constitution of India, the Government of 
Madras enhanced correspondingly with effect from 1st April 1950 the 
maximum rates of the tax payable by all classes of assessees. 

Several municipalities in the two States levy profession tax at the 
revised maximum rates shown above. Other municipalities levy the 
tax at lower rates, i.e., at three-fourths or other proportion of the 
maximum rates. The Corporation of Madras levies the tax at about 
70 per cent, of the said maximum rates. 
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Several district boards in Madras gave up the levy of profession 
tax as they found it difficult and costly for them to employ the neces¬ 
sary special collection staff. The system of collection of the tax by 
district boards through the agency of village officers of the Govern¬ 
ment Revenue Department on a commission basis was also tried, but 
proved a failure. In 1952-53, the number of district boards which 
levied the tax and the total income derived by them were: — 


Total No. of dis- No of district Income from the 

trict boards in boards which levied tax in 1952-53 (in 
State the State the tax in 1952-53 lakhs of Rs.) 


Madras . 

13 

5 

1-52 

Andhra . 

II 

8 

0-65 


Under the Madras Village Panchayats Act, 1950 (which applies to 
the Andhra State also), the levy of profession tax by all village pan¬ 
chayats is compulsory. Though the Act came into force on 1st April 
1951, most minor or class II panchayats were reluctant to levy the 
tax and commenced to collect the tax only in 1953-54. In most small 
villages, there are no persons liable to pay profession tax except one 
or two elementary school teachers and petty shopkeepers. The 
Government of Madras are considering, it is understood, the question 
of making the levy of profession tax optional for village panchayats. 

Companies Tax .—In the City of Madras, companies are assessed to 
the tax on companies and not to profession tax. The tax on com¬ 
panies is levied on the basis of the paid-up capital of the companies 
and ranges from Rs. 30 per half-year for companies whose paid-up 
capital is less than Rs. 1 lakh to Rs. 1,000 per half-year for companies 
whose paid-up capital is Rs. 20 lakhs or more. It is not possible under 
the Constitution for other municipal corporations or municipalities 
in any State to levy this tax newly at similar rates. 


Punjab 

In the Punjab, only four out of 61 municipal committees and three 
out of the 33 town committees levied profession tax in 1951-52. The 
income of these municipal and town committees from this source was 
Rs. 14,318 in 1951-52. 

All district boards in this State levy profession tax. Their income 
from this source was Rs. 1T84 lakhs in 1951-52 and Rs. 14T3 lakhs in 
1952-53. The Government has laid down a model schedule of rates 
which has been adopted by all the district boards in the State. The 
tax is not leviable on co-operative societies, or any person who is 
mainly dependent on agriculture for livelihood or is a widow or whose 
income does not exceed Rs. 400 per annum. It appears that agricul¬ 
tural income is liable to the tax except in the case of persons mainly 
dependent on agriculture for livelihood. A flat rate of tax of Rs. 3 per 
year is levied in respect of several specified small professions such as 
country shoe maker, cobbler, mat manufacturer, fisher, fruit and 
vegetable seller, juggler, washerman, water-carrier, etc. In respect 
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of other professions, the tax is leviable on each class on the basis of 
income according to the following scales: — 


Serial Tax per 

No. of Annual income year 

class of the class 


I 

Exceeding Rs. 400 but not exceeding Rs. 500 





Rs. 

7 

2 

Exceeding Rs. 500 but not exceeding Rs. 600 





10 

3 

Exceeding Rs. 600 but not exceeding Rs. 700 





13 

4 

Exceeding Rs. 700 but not exceeding Rs. 800 





16 

5 

Exceeding Rs. 800 but not exceeding Rs. 900 





20* 

6 

Exceeding Rs. 900 but not exceeding Rs. 1,000 





24 

7 

Exceeding Rs. 1,000 but not exceeding Rs. 1,200 





28 

8 

Exceeding Rs. 1,200 but not exceeding Rs. 1,400 





33 

9 

Exceeding Rs. 1,400 but not exceeding Rs. 1,600 





3* 

10 

Exceeding Rs. 1,600 but not exceeding Rs. 1,800 





44 

II 

Exceeding Rs. 1,800 but not exceeding Rs. 2,000 





50' 

12 

Exceeding Rs. 2,000 but not exceeding Rs. 2,500 





56- 

13 

Exceeding Rs. 2,500 but not exceeding Rs. 3,000 





63 

14 

Exceeding Rs. 3,000 but not exceeding Rs. 3,500 





JO 

IS 

Exceeding Rs. 3,500 but not exceeding Rs. 4,000 





80 

16 

Exceeding Rs. 4,000 but not exceeding Rs. 5,000 





90 

17 

Exceeding Rs. 5,000 but not exceeding Rs. 6,000 





105 

18 

Exceeding Rs. 6,000 but not exceeding Rs. 7,000 





120 

19 

Exceeding Rs. 7,000 but not exceeding Rs. 8,000 





140 

20 

Exceeding Rs. 8,000 but not exceeding Rs. 9,000 





160 

21 

Exceeding Rs. 9,000 but not exceeding Rs. 10,000 





180 

22 

Exceeding Rs. 10,000 .... 

• 

• 
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In the case of teachers of all schools, the following lower rates are 
levied: 


Income per annum 

For emoluments upto Rs. 1,200 per annum 

For emoluments upto Rs. 1,201 per annum to Rs. 1,500 
per annum. 

For emoluments upto Rs. 1,501 per annum to Rs. 1,800 
per annum. 

For emoluments upto Rs. 1,801 per annum to Rs. 2,100 
per annum. 

For emoluments upto Rs. 2,101 per annum to Rs. 2,400 
per annum. 


Rate of tax 
Rs. 5 per annum 
Rs. 8 per annum 

Rs. 17 per annum 
Rs. 23 per annum 


Hyderabad 

The Hyderabad and Secunderabad Corporations, most of the city 
and town municipalities and panchayats in the State levy profession- 
tax. The tax is levied at a flat rate for each profession. The maximum 
profession tax leviable by a village panchayat in the State on any 
person is Rs. 10 per annum. The State Government has fixed the 
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following maximum rates of tax payable in respect of each profession 
in municipalities. 


Maximum 
rate r per 
annum 
Rs. 


1 (a) Barristers, Advocates, Government Pleaders, having private 

practice. 

(b) Pleaders (including ist class pleaders) .... 

(c) Attorneys and Solicitors . 

2 Owners of mills, ware-houses, printing presses, oil-presses, 
cotton presses and other presses. 

3 Carrying on business as a company ..... 

4 Bankers, money-lenders, money-changers, pawn-brokers, and 
abkari renters. 

5 Wholesale and retail traders, auctioneers, manufacturers, 

contractors, owners of ships and boats and commission agents. 

6 Brokers, dealers in securities, shares or bills of exchange 

7 (a) Clinics, nursing homes and private hospitals 

(b) Private practitioners, Unani Hakims, Vaidyas and 
Homoeopaths. 

8 Architects and Civil Engineers. 

9 Owners and farmers of markets and toll fanners 

xo Keepers of hotels, lodging houses, boarding houses, and 
billiard saloons. 

i r Editors and proprietors and newspapers. 

12 Professional artists, photographers, actors, dancers, musi¬ 

cians. 

13 Owners or managers of circuses, cinemas or theatres 

14 Dealers in animals or vehicles and owners of stables and hackney 

carriages. 

15 Artisans. 

16 Dentists, veterinary surgeons and workshops 

17 Masons and surveyors ....... 


60 

30 

30 

200 

100 

200 

TOO 

50 

60 

30 

60 

24 
X 00 

50 

24 

200 

12 

6 

30 

12 


All servants and pensioners of Government and all employees and 
pensioners of the municipal committees, Jagirs, etc. are exempt from 
the tax. 


Travancore-Cochin 

Profession tax is levied by the Trivandrum Municipal Corpora¬ 
tion, municipalities and panchayats in this State. In Trivandrum city 
the maximum rate leviable is Rs. 250 per half year though slightly 
lower rates are actually in force. The tax is assessed on the basis of 
net income. The maximum rate of the tax leviable in other munici¬ 
palities in the Travancore area is Rs. 275 per person per half year. 
Most of these municipalities levy the tax at the maximum rates. In 
the Cochin area, the tax is levied on a slab system for incomes of 
Rs. 2,000 or above per mensem. 

Panchayats in this State levy the tax at a flat rate of 4 annas per 
Rs. 100 of income subject to the maximum of Rs. 125 per person per 
half year. In this State as much as 29-8 per cent, of the total revenue 
of village panchayats is derived from profession tax. 

Companies tax .—This tax instead of profession tax is levied by the 
city corporation of Trivandrum on companies which come within the 



■definition of the Travancore Companies Act, 1914. On other com¬ 
panies only profession tax is levied. The rates of the tax range from 
Rs. 30 for a paid up capital of less than Rs. 1 lakh to Rs. 1,000 for a 
paid up capital of Rs. 20 lakhs or more. Companies, the head office 
or a branch or principal office of which is not in the city, are assessed 
on the basis of gross income received in or from the city, the rates 
varying proportionately from Rs. 25 to Rs. 1,000. 

The municipalities in the Cochin area also levy the companies tax 
on companies as defined in the Indian Companies Act, 1913. The 
maximum tax leviable is Rs. 250 per half-year for a paid up capital of 
not less than Rs. 10 lakhs. 
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Total for all states . . 12 1,426 196 96 87,018 
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STATISTICAL 


Showing the revenue structure of village panchayats of a few 

sources of 


Serial Name of States and the 
No. total number of pancha¬ 

yats in the States 

Sources of revenue 

1947-48 

Income during 

1948-49 

I 2 

3 

4 

S 


PART A STATES 


I. 

Punjab . . 

(No. of Panchayats 6765). 

Taxes 

Fees and fines 



149,681 

46 

2,98,872 

50,615 



Grants 



35>987 

2,42,251 



Miscellaneous 



58428 

1,50,501 



Total 



2,44442 

7,42,239- 

2 . 

West Bengal . 

(No. of Union Boards 1784) 

Taxes . 

Fees and fines 



35,66,240 

1,70,461 

37 , 9 i,i 5 i 

1 , 99,536 



Grants 



63,309 

49,431 



Miscellaneous 



10,08,977 

10,90472 



TforAL • 



48,08,987 

51,30,590 

3 - 

Madras .... 
(No. of Panchayats 4592) 

Taxes . 

Fees and fines 



18,44*784 

2 , 73 . 79 ° 

21,02437 

80,858 



Grants 



9 , 32,385 

12,60,755 



Miscellaneous 



10,95,526 

10,44483 



Total 



4146485 

44,88,333. 

4 - 

Bombay .... 
(No. of Panchayats 5636) 

Taxes . 

Fees and fines 



•• 




Grants 



. . 

• > 



Miscellaneous 




. . 


- 

Total 




. . 

5 - 

Uttar Pradesh . 

(No. of Panchayats 36139) 

Taxes 

Fees and fines 



•• 

•• 



Grants 






Miscellaneous 

Total 
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APPENDIX 2 

States and relative importance of the different 
panchayat revenues 


1947-48 to 1952-53 (In Rupees) 


Proportion of 
individual 
sources of 
income to 
total income 
during the 
latest vear 

Income per 
panchayat 
during the 
latest year 

1949-50 

1950-51 

1951-52 

1952-53 

6 

7 

8 

9 

10 

II 





(In percentages) Rs. A. p. 

4 , 90,945 

6,06,425 

7,17,829 


I 9 S 

106 1 9 

37,565 

86,275 

87,410 


2’5 

12 14 8 

i, 35,099 

3 , 78,565 

5 , 08,573 


13-9 

75 0 5 

2,81,673 

2 , 33,915 

23,52,073 


64-1 

347 10 ic 

9 , 45,282 

13,05,180 

• 36,65,885 


700-0 

541 14 2 

<• 

• • 

* * 


73-9 

2,125 1 3 

* * 


•• 


3-8 

III 13 6 

•• 

•• 

•• d&m 


I'O 

N> 

00 

O 



• • 


21-3 

611 4 0 

•• 

•• 



100'0 

2,875 10 9 

29,21,210 

16,40,043 

.. 


55-2 

357 2 2 

4 , 53,163 

34 , 39 ° 

• • 


I’ I 

764 

12 , 37,794 

•• 





8,89,009 

12,98,500 

• • 


43-7 

282 11 2 

55,01,176 

29 , 72,933 

-• 


700-0 

647 1 7 


34,00,000 

85,00,000 

100 >00,000 

63-1 

1,774 4 n 


68,00,000 

123,00,000 

1,58,00,000 

700-0 

2,803 6 5 


38,48,451 

39,07,720 

44,01,054 

62-76 

121 14 5 


6,20,565 

12,75,422 

[11,28,838 

13-61 

3 i 3 2 


17,16,784 

9,45,228 

20,35,416 

23-63 

56 5 1 


61,85,800 

61,28,370 

75,65,308 

700*0 

209 6 8 






464 


STATISTICAL 


Showing the revenue structure of village panchayats of a few 

sources of 


X 

2 

3 



4 

5 

6 . 

Bihar . 

Taxes 






(No. of Panchayats 781) 

Fees and fines 







Grants 







Miscellaneous 




. . 



Total . 



. . 



PART B STATES 






7 - 

Mysore . 

Taxes 



, , 

10,99*781 


(No. of Panchayats 10409) 

Fees and fines 



• • 

12,132 



Grants 




10,65,520 



Miscellaneous 



• • 

2,08,056 



Total . 



* . 

23,85.489 

«. 

Saurashtra 

Taxes . 






(No. of Panchayats 1507) 

Fees and fines 


• 

. . 

• . 



Grants 


* 

» . 




Miscellaneous 



. . 

# . 



Total . 



. . 

, . 

9 . 

Hyderabad* 

Taxes . 



, . 

. , 


(No. of Panchayats 1021) . 

Fees and fines 




. • 



Grants 



. . 

. . 



Miscellaneous 



. . 




Total . 



. . 

, . 

JO. 

Travancore-Cochin . 

(No. of Village Panchayats 

Taxes . 



47*984 

67,852 


169). 

Fees and fines 



6,180 

9*943 



Grants 



80,963 

3,69,200 



Miscellaneous 



5,026 

5,286 



Total . 



1,40,153 

2,52,281 


PART C STATES 






II. 

Himachal Pradesh 

Taxes . 






(No. of Panchayats 153) 

Fees and fines 







Grants 



. . 




Miscellaneous 







Total . 





^Though the total number of panchayats in the State 

is 

1021 

the data presented herein 





465 


APPENDIX 2—co ntd. 

States and, the relative importance of the different 
panchayat revenues —contd. 


6 

7 

8 

9 

10 

II 






(Ip percentage) 

R$. A. 

P. 

•• 

16,066 

28,935 

70,502 

29.8 

90 4 

4 

•• 

17 , 3 X 4 

3IB28 

53,455 

22.7 

68 7 

0 


3,407 

8,080 

l ®,356 

4.4 

13 4 

2 


46,389 

93,696 

1,01,494 

43 -z 

129 15 

2 

•• 

83,176 

1,62,039 

2,35,807 

100.0 

301 14 

8 

19,66,369 

11,76,888 

11,53,781 

11,60,032 

63.0 

in 7 

I 

10,335 

12,975 

I 3 , 5 ii 

11,056 

0.6 

1 1 

0 

7,01,436 

5,82,823 

7,16,664 

5 , 65,770 

30.7 

54 5 

8 

1 , 14.589 

1,02,046 

1,24,818 

1,06,331 

5-7 

10 3 

2 

27 , 92,719 

18,74,732 

20,08,774 

18,43,189 

100.0 

177 1 

2 

• • 

47,598 

81443 

, , 

4.8 

54 0 

7 


2,800 

11,846 


0.7 

713 

9 


6 , 55,396 

14,92,261 

•• 

87-7 

990 3 

6 

•• 

59,944 

1,16,009 

•• 

6.8 

7615 

8 

•• 

7 , 65,738 

* 7 . 01.559 

• • 

100.0 

1,129 1 

7 


• • 

• • 

• • 

» • ip ■■ m 

3,08,415 

36. J 

891 6 

5 

•• 

•• 

•• 

5 , 45,527 

639 

1,576 11 

2 



. . 

8 , 53,942 

100.0 

2,468 0 

0 

51,4x2 

x, 17,547 

1,56,858 

•• 

25.8 

928 2 

7 

IM 53 

n ,770 

16,218 

- 

2.6 

95 15 

4 

3 , 50,725 

3 , 99,341 

4,24,988 

• . 

69.9 

2,514 li 

6 

4,521 

6,932 

10,704 

• • 

z-7 

63 4 

3 

4,18,111 

5 , 35,590 

6,08,768 

*• 

100.0 

3,602 2 

10 

• • 

. . 

.. 





10,106 

3 , 43 1 

5,972 

11,900 

100.0 

77 12 

3 

1,014 

4,556 

7.070 





11,120 

7,987 

13,042 

• • 

11,900 

100.0 

77 12 

3 


relates to 346 panchayats only. 

318 M of F—30 
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Shovbing the absolute and the relative importance of the main 
panchayat taxes ahd the . foie of the individual taxes in the 
tax structures of the panchayats of a few States 


466 







467 






0\ 

• 


© 


tv 








tv 

o 

O 



o 

o 

o 

* 

* 






o 

■*i- 

M 




M 

CO 


N 

'O 

Vo 

Vs 


tv 


6\ 

v> 

s 





o 

O 

CO 

o 

o 

o 

o 

tv 

o 

o 

so 

00 

N 

<o 

VO 

rt-> 

SO 


tv 

VS 




N 







• 

• 

• 

• 

• 


• 

• 

vt 

• 

• 






Vs 

so 

N 

Vs 

Vs 






tv 

<sj 

o 



tv 

°0 



S 

O 

o 

M 

O 

O 

O 

o 

M 

O 

O 

vs 

tv 

o 

rr> 

Os 

Ov 

oo 


N 

VO 

t> 

tv 



w 

o 

O 

tv 

O 

o 

o 

o 

o 

O 

o 

VO 

m 


oo 

■vfr 

(SI 

vs 

vs 

<s 


c> 

OS 


Os 

O 

w 




M 

M 





73*2 rt 

m 


N 

m 


vs 

VI 

Vs 

vs 

g g>W 

(S| 

M 

>-« 

<s 

g 2 ^ 

vs 

Vi 

Vs 

vs 

<q C os 

Ov 

Os 

OS 

OS 

> M 

M 

M 

w 

M 

ca 





• 

• 

• 

• 

• 

# 

4 

• 

• 

« 


ffl 


• 

* 

C 

S 

u 

.3 

H 




o 

o 

H 

CO 

4> 

oi 

• 

• 

• 


PC 

TJ 

< 

ft. 

T3 

ca 


ca 

1 

q> 

g 

1 

ca 

£ 


■s 

<U 

.§ 

CJ 

c 


ca 

>> 


a 

•Q 

w 

o 

on 

CB 

H 

1 


*§ 


8 

s 

3 

03 

H 


1 



STATISTICAL APPENDIX 3 *—c 0 ntd. 

Showing the absolute and the relative importance_ 0/ the main 
panchayat taxes and the role of the individual taxes in the tax 
structures of the panchayats of a few States —eontd. 
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PART B 
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STATISTICAL 

Showing the revenue structure of the District Boards of the States 

different States (during the latest 


State 

Latest 

year 

for 

which 
data is 
available 

No. of Popuia- Total 
district tion income 

boards residing from 
in the within all 

State the sources 

juris- (In 

diction lakhs 

of the of 

district Rs.) 

boards 
in the 
various 

States 

(In 

lakhs) 

Income from 
taxes 

Amount Propor- 
(In tion 

lakhs total 
of income 

Rs.) (Percen¬ 
tage) 

I 

2 

3 

4 

5 

6 

7 

Assam .... 

• 1950-51 

15 

72-54 

52 16 

25-37 

50-5 

Bihai .... 

. 1950-51 

17 

361-57 

432-75 

145-18 

33 5 

Bombay 

. 1952-53 

27 

242'0 

2410 

13336 

55 '2 

Madras (including Andhra) 

• 1951-52 

25 

495-89 

908-29 

397-89 

43-8 

Orissa .... 

• 1951-52 

6 

94-04 

66 69 

17-05 

256 

Punjab .... 

. 1951-52 

12 

103-79 

251-95 

76-12 

30-2 

Uttar Pradesh 

. 1951-52 

49 

538-11 

626-82 

153-73 

24-8 

West Bengal . 

. 1948-49 

13 

170-76 

8643 

3894 

45 1 

Hyderabad 

• 1952-53 

16 

161 -44 

34-74 

31-33 

90-2 

Mysore.... 

• 1952-53 

9 

77-57 

62-42 

22*22 

356 





471 


APPENDIX 4 

and the relative importance of the various sources of revenue in the 
year for which data is available) 


Income from 
fees and fines 


Income from 
Government 
grants 


Miscellaneous 

income 


Vmoun Ptopor 

Amount 

Porpor- 

Amount Propor 

(In 

tion 

(In 

tion 

(In tion- 

lakhs 

to 

lakhs 

to 

lakhs 

to 

of 

total 

of 

total 

of 

tot al 

Rs.) income 
(Petcen- 
tage) 

Rs.) 

income 

(Percen¬ 

tage; 

Rs.) income 

(Percen¬ 
tage) 


Income Taxation Income Taxation 
per per 
capita capita 


per 

District 

Board 

(In 

lakhs 

of 

Rs.) 


per 

District 

Board 

(In 

lakhs 

of 

Rs.) 


8 

9 

10 

II 

12 

13 

14 

15 



16 


17 












p. 


. 

p. 

4-88 

9'4 

20-92 

401 

wmmH 

•• 

3-5 

1-9 


II 

6 

0 

5 

10 

•• 

•• 

237-29 

54-8 

• • 


254 

8-5 

I 

3 

2 

0 

6 

5 

•• 

•• 

120-6l 

446 


• • 

8-9 

49 

0 15 

10 

0 

8 

10 

128-62 

142 

28567 

31 S 

96.11 

io-s 

363 

15-9 

I 

14 

0 

0 

12 

9 

3-29 

49 

43 52 


2.83 

42 

II I 

2-8 

0 

II 

4 

0 

2 

II 

4 S' 3 « 

I8.0 

106-02 

421 

25.02 

99 

20’9 

63 

2 

6 

5 

0 

II 

2 

13677 

21-82 

336-33 

53-6 

• • 


12 -7 

3-2 

I 

2 

9 

0 

4 

5 

0*30 

03 

37-88 

43 -S 

9.30 

io-8 

6-6 

2-9 

0 

8 

I 

0 

3 

4 

0-38 

I I 

•• 

•• 

3-03 

8-7 

2’2 

1-9 

0 

3 

4 

0 

3 

0 

12 * II 

19 4 

10 96 

175 

17-12 

2 T 4 

69 

2-4 

0 

12 

10 

0 

4 

7 
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STATISTICAL 

Latest year for 

State which data is 

available 

PART A STATES 

1. Assam 

2. Bihar 

3. Bombay . 

4. Madias . 

5. Oiissa 

6. Punjab 

7. Uttar Piadesh , 

8. West Bengal . 

PART B STATES 

9. Hyderabad . . .. 1952-53 

10. Average per capita for the 9 States 

*The Municipal figures relate to the year 1949-jo but the District Board figures are foe 


1950-51 

1949 - 50 

1950- 51 / 
1952-53 

1951 - 52 
1951-52 
1951-52 
I9SI-52 

1948-49 
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APPENDIX No. 5 


Formal incidence per capita of 
revenuelduring the latest year 


Formal incidence per capita of tax 
revenue during the latest year 

Municipal Boards 

District Boards 

Municipal Boards 

District Board: 

Rs. a. p. 

Rs. A 

. p. 

Rs. A. 

P. 

Rs. A. p. 

7 3 4 

0 II 

6 

3 15 

IO 

0 5 10 

6 6 10 

1 3 

2 

3 2 

6 

065 

13 12 10 

0 15 

10 

9 8 

O 

0 8 10 

12 9 0 

I 14 

O 

6 7 

6 

0 12 9 

723 

0 II 

4 

3 13 

5 

0 2 11 

xx 10 8 

2 6 

5 

6 15 

3 

0 11 2 

11 6 5 

I 2 

9 

7 6 

5 

045 

6 11 10 

0 8 

X 

4 9 

3 

034 

2 12 10 

0 3 

4 

2 3 

2 

030 

8 13 7 

X X 

5 

5 5 

6 

066 


1950-51 
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STATISTICAL 

Showing the tax structures of the District Boards of the States and, 

(during the latest year for 


Latest Income Land Cess or Taxes on Cir- 
Year from 1 Local Rate cumstances and 

State Part A Taxa- Property 

ti on - --- 


Amount Pro- Amount Pro- 

portion 

portion 

to 

to 

total 

total 

tax 

tax 

revenue 

revenue 

(percentage) 

(percentage) 


I 


2 

3 

4 

5 6 

7 

i. Assam 

. 

• 1950-51 

25-37 

1371 

54 04 

. . 

2. Bihar 

• 

. 1950-51 

145-18 

145-18 

10000 

. . 

3. Bombay . 

• 

• 1952-53 

133-00 

105-39-) 

15-80/ 

79 24 \ •• 
11-88 / 

•• 






91-12 


4. Madias 


• 1951-52 

397-89 

249 62 

62-74 

, , 

5. Orissa 


. 1951-52 

17 05 

16 12 

94'55 

• • 

6. PuffljaB 


• 1951-52 

76-12 

63-43 

S 3'33 017 

0-22 

7. Uttar Pradesh . 

• 

. 195T-52 

153-73 

133-82 

87 os 1991 

12-95 

8. West Bengal 

• 

. 1948-49 

38-94 

35 42 

9096 

*. 

9. Hyderabad 

• 

• 1952-53 

31-33 

31-26 

99-78 

, , 


•(Represents the compensation paid for loss of revenue consequent on abolition of 
t This figure includes income from duty on transfer of immovable property which alone 
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APPENDIX 6 


the relative importance of the individual taxes in the different States 
which data are available ) 

(In lakhs of Rupees) 


Profession tax 

Taxes on animals 

Octroi and Ter- 

Tolls 

Miscellaneous 


and vehicles 

minal tax 


taxes 

Amount Pro- Amount Pro- Amount Pro- Amount Pio- Amount Pro- 

portion 

portion 

portion 

portion 

portion 

to 

to 

to 

to 

to 

total 

total 

total 

total 

total 

tax 

tax 

tax 

tax 

tax 

revenue 

revenue 

revenue 

revenue 

revenue 

(percentage) (percentage) 

(percentage) 

(percentage) 

(percentage) 

8 9 

10 11 

12 13 

14 15 

16 17 

.. 

3.51 13'84 

.. 

1 ’73 6-82 

6 42 25 31 

1-94 1.46 

0-55 041 

6.80 5.1/ 

289 217 



2*10 

0'53 

- 



• • 

37 ' 49 * 

9 42 

108.68f 

27-31 

005 

0-29 

- 

- 


• • 

o-i8 

100 

0.71 

416 

11-84 

IS -37 

0-44 

o-s8 


• • 

•• 

•• 

O.II 

014 

•• 

•• 

•• 

■■ 


• • 

r 

•• 

•• 




•• 


• • 


3 52 

9 04 

•• 

• • 

005 

016 



•• 

• • 

•• 

•• 

0 02 

006 


tolls. 

is to the tune of Rs. 106 lakhs. 





STATISTICAL APPENDIX 7 
Revenue of Municipalities from different States 
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STATISTICAL 
Tax income of Municipalities 


Name of State 

Latest 

year 

for 

which 

figures 

are 

available 

Total 
income 
from 
Rates & 
Taxes 
(In lakhs 
of Rs.) 

Total 

income 

from 

General 

property 

tax 

(In lakhs 
of Rs.) 

Percentage 

to 

Total 

Tax 

Revenue 

Income 

from 

service 

(Inlakhs 
of Rs.) 

Percentage 

to 

Total 

Tax 

Revenue 

I 

2 

3 

4 

5 

6 

7 

PART A 

Assam . 

1950-51 

15-24 

5-67 

37 -2 

8-87 

S8-2 

Bihar . 

1949-50 

51-97 

26-68 

Si -3 

24-27 

46-7 

Bombay 

1952-53 

458-46 

97-96 

21-37 

80-17 

17-48 

Madras (Combined 

State) 

1951-52 

397-17 

108-69 

27-31 

147-55 

37-09 

Madhya Pradesh 

1951-52 

156-50 

12-70 

81 

39-41 

23-18 

Orissa . 

1951-52 

11-74 

4-40 

37 - S 

4-32 

36-8 

Punjab . 

1951-52 

140-64 

19-33 

13-7 

2* 13 

IS 

Uttar Pradesh 

1949-50 

365-87 

43-27 

li- 9 

46-80 

12" 8l 

W«st Bengal . 

1948-49 

103-31 

57-50 

SS-6 

34-59 

33 4 

PART B 

Hyderabad . 

1952-53 

55'35 

23'25 

42- 0 

363 

6 S 

Madhya Bharat 

1952-53 

66-29 

12-95 

20-4 



PEPSU 

1952-53 

40-48 

. . 



.. 

Saurashtra 

1951-52 

103-18 

42-16(a) 40-97 



Travancore-Cochin 

1951-52 

27-52 

10-58 

38-4 

563 

20-4 

PART C 

Bhopal . . . 

1951-52 

9-II 

0-55 

6*0 

1-58 

17-3 

Coorg . 

1951-52 

2*40 

0-29 

12-5 

o-oi 

0-42 

Delhi 

1952-53 

263-49 

57-20 

31-2 

109-18 

39-6 

Himachal Pradesh . 

1952-53 

7-06 

0-06 

o-8 

O'19 

2-6 

Vindhya Pradesh 

1951-52 

0-82 

0*22 

26-78 

016 

I?’ 51 

Total 


2,276-60 

523-46 


508-49 



(a) Includes other taxes, but excludes Octroi, terminal taxes and Tolls. 

(b) Includes terminal tax also. 

(c) Toll Compensation paid by Government. 
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APPENDIX 8 

in each State 


Income 

Percentage 

Income 

Percentage 

Income 

Percentage 

Income 

Percentage 

from 

to 

from 

to 

from 

to 

from 

to 

Local 

Total 

Octroi 

Total 

Terminal 

Total 

Tolls 

Total 

Fund 

Tax 

(In lakhs 

Tax 

taxes 

Tax 

(In lakhs 
~(rf« 8 .) 

Tax 

Cesses 
(In lakhs 
of Rs.) 

Revenue 

of Rs.) 

Revenue 

(In lakhs 
of Rs.) 

Revenue 

Revenue 

8 

9 

IO 

II 

12 

13 

14 

15 


•• 

•• 

213-54 

46-58 

29-74 

648 

9-83 

2-14 

• • 


• • 


• • 

• ■ 

25-?4 (c) 

6-53 

046 

0-29 

74-48 

47'59 

12-58 

8- 03 

346 

2-21 

•• 

•• 

1-73 

* 4'7 

•• 

•• 

•• 

•• 

0-02 

001 

108-55 

77-2 

4-74 

34 

1-28 

O' 

•• 

•• 

137-67 

37 84 

48-67 

*338 

32-43 

8*9 

•• 

•• 

•• 

•• 


•• 

2-19 

2-1 

0-17 

0-30 

. . 

. . 

.. 

.. 

9-94 

179 

•• 

■ ■ 

29-54 

46-7 

4-27 

6-7 

• • 

■ • 



40-48 

1000 



• • 

• . 



60-54 (b) 

1 

58-73 

•• 

•• 

0-04 

o- 04 

•• 




•• 

•* 

0-20 

0-7 

. . 

.. 

6-61 

72-5 

.. 

« « 

.. 

. , 

•• 

• • 

1-77 

73 ' 7 S 

•• 

•• 

0-03 

0 X 3 

• • 

•• 

•• 

•• 

82-91 

45 3 

o-14 

0 07 

•• 

•• 

6-65 

94-1 

•• 


• • 

• - 

•• 

• • 

0-03 

036 

-• 

•• 



0*65 


681-59 


182*91 


85-48 
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STATISTICAL 


Tax income of Municipalities 


Name of State 


Income 
from 
taxes 
®n goods 
and pas¬ 
sengers 
carried 
by roads 
& in 
land wa¬ 
ter ways 
(In lakhs 
of Rs.) 

Percentage Income 
to from 

Total taxes on 
Tax vehicles 
Revenue & ani¬ 
mals & 
boats 
(In lakhs 
of Rs.) 

Percentage 

to 

Total 

Tax 

Revenue 

I 


16 

17 

18 

19 

PART A 

Assam • 

« 



0-44 

29 

Bihar • . « 

* 



0-79 

1 '5 

Bombay 




8-57 

19 

Madras (Combined State) 

• 

• 

. * 

9*95 

2'S 

Madhya Pradesh 

• 

. O’07 

O '04 

l-8o 

iiS 

Orissa . 

• 


• • 

o -54 

rs 

Punjab . 

f 

. 

• • 

1-73 

12 

Uttar Pradesh . 

■ 

3434 

938 

5-34 

rs 

West Bengal . 

. 


.. 

1-77 

1-7 

PART B 

Hyderabad 

• 



1-57 

28 

Madhya Bharat 

> 

. 


2 ’ 21 

3 5 

PEPSU 

- 

. 


. . 


Saurashtra 

- 

. 


0-44 

04 

Travancore-Cochin 

* 

• 


0-18 

0'6s 

PART C 

Bhopal 

e 

. 


o -35 

4 1 

Coorg . 

• 

. 


0*02 

°4 

Delhi . 

• 

• 

• • 

1275 

6 9 

Himachal Pradesh 

• 

. 


0‘04 

0-6 

Vindhya Pradesh 

• 

• 



.. 

Total 

34-41 

' 

48-49 



(d) Entertainment tax paid by Government. 

(e) Chiefly additional stamp duty. 

(f) Entertainment tax. 

(g) Entertainment fee. 
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APPENDIX 8 —contd. 
in each State —contd. 


Income Percen- Income Percen- Income Percen- Income Percen- Income Percen- 
from tage to from tage to from rage to from rage from 

Profes- Total Theatre Total Pilgrim Total town to other 

sion Tax Tax Tax (In Tax Tax (In Tax improve- Total taxes, 

(In lakhs Reve- lakhs Reve- lakhs of Revenue ment Tax cesses 

of Rs.) nue of Rs.) nue Rs.) & bet- Reve- & 

terment nue rates 
tax (In lakhs 

(In lakhs of Rs.) 

of Rs.) 


tage 

to 

Total 

Tax 

Reve¬ 

nue 


20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

0-26 

iy 



# u 






•• 

•• 

• • 

•* 

•• 

• • 



0 23 „ 

04 

1-40 

03 

481 

104 

5-00 

I 09 



744 

x'62 

19-09 

48 

56.25(d) 

14-2 

1-28 

32 

020 

0 05 

28-22 

yio 

1-88 

1 20 

•• 

■■ 

o-10 

O 06 



9-56 

6 -II 

o-39 

3-2 


• • 

• ■ 

•• 



0-36 

3 'o 

O' 14 

009 

• • 

• • 

t • 

•• 


• • 

2-72 

19 

4-78 

0‘3 

• • 

t « 

9‘77 

2’68 


• • 

5-80 

1 '59 


5 4 

•• 

9 • 

t • 

4 * 

♦ • 

4 9 

4-68 

1-6 

304 

5 5 

7-69 (f) ? 3'9 

0-48 

9*32 

* « 

4 4 

J-88 

106 

9-58 

09 

9 87(f) ty 6 

• f 

♦ • 

• * 

4 4 

6-87 

to' 8 

♦ » 

• * 

4 * 

9 4 

« « 

11 

• • 

4 t 

• • 

• • 

•• 


1 « 

• • 

• « 

• • 

• • 

• 1 

• • 

• • 

660 

23'9 

4 - 09(0 

14'8 

• • 

• • 


• • 

0- 24(c) O'87 

.. 

•. 

o- 02(g) O'3 

• • 

• • 


• • 

• • 

.. 

0-27 

Oil 

•• 

• • 

• • 

• • 


• • 

0*01 

042 

•• 

•• 

•• 

•• 

• • 

• • 



i* 3 i 

0'4 

002 

04 

•• 

•• 

• • 

• • 



0* 10 

J»6 

•• 


•• 

•• 

• • 

•• 



0*41 

JO.O 

41-03 


82-73 


i 6'33 


0*20 


70-83 



318 M. Of F.—31 
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io. Hyderabad . . . 1952-53 140 25-11 0-18 72-40 0-52 57’77 0-41 
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STATISTICAL APPENDIX II 


Incidence of Income and Expenditure in Municipalities in 


the several States 


Latest year Incidence of Incidence of Expenditure 

Name of State for which total income total tax reve- per head of 

figures are per head of nue per head population 

available population of population 


Rs. A. P. Rs. A. P. Rs. A. P. 


PART A 


Assam . 

• 1950-51 

7 

3 

4 

3 

15 

10 

7 

3 

5 

Bihar . 

. 1949-50 

6 

6 

10 

3 

2 

6 

5 

9 

10 

Bombay 

• 1952-53 

13 

12 

10 

9 

8 

0 

12 

2 

0 

Madhya Pradesh 

• 1951-52 

IX 

7 

8 

7 

11 

3 

9 

8 

0 

Madras 

• 1951-52 

12 

9 

0 

6 

7 

6 

13 

7 

5 

Orissa . 

• 1951-52 

7 

2 

3 

3 

13 

5 

7 

4 

10 

Punjab . 

• 1951-52 

II 

10 

8 

6 

15 

3 

11 

8 

4 

Uttar Pradesh 

• 1951-52 

11 

6 

5 

7 

6 

5 

11 

9 

10 

West Bengal . 

. 1948-49 

6 

11 

10 

4 

9 

3 

6 

11 

6 

PART B 











Hyderabad 

. 1952-53 

2 

12 

10 

2 

3 

2 

2 

4 

10 

Madhya Bharat 

• 1952-53 

5 

13 

4 

4 

5 

3 

6 

12 

0 

PEPSU 

• 1952-53 

(a) 6 

7 

3 \* 

(a) 5 

7 

l\* 

7 

5 

0 



(b )7 

6 

9 / 

(b )5 

14 

1/ 




Saurashtra . 

• 1951-52 

7 

14 

5 

7 

12 

10 

8 

6 

6 

Travancore-Cochin 

• 1951-52 

5 

0 

1 

3 

6 

10 

4 

10 

i 
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STATISTICAL APPENDIX ii—contd.. 

Incidence of Income and Expenditure in Municipalities in the several States — 

contd. 


Name of State 

Latest year 
for which 
figures are 
available 

Incidence of 
total income 
per head of 
population 

Incidence of 
tatal tax reve¬ 
nue per head 
of population 

Expenditure 
per head of 
population 



Rs. A. P. 

Rs. A. p. 

Rs. A. P. 

PART C 





Bhopal 

• 1951-52 

12 10 8 

9 4 n 

12 6 9 

Coorg . 

• 1951-52 

II 12 IO 

9 II 2 

II 0 0 

Delhi . 

• 1952-53 

25 3 2 

20 II 9 

25 II IO 

Himachal Pradesh . 

• 1952-53 

18 12 10 

465 

14 3 5 

Vindhya Pradesh . 

• 1951-52 

4 12 2 

082 

3 4 10 


*(a) For Municipalities. 

(b) For Small Town Committees. 
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West Bengal .... 1948-49 151-60 16-92 11-2 81-90 54-0 10-97 7’2 18-71 12-4 23-10 
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STATISTICAL APPENDIX 13— contd. 

Showing the Income and Expenditure of certain selected Municipalities in each State —contd. 


m 



Aurangabad .... 0 58 1952-53 2- 36 2 41 

12. Saurashtra . Jamnagar .... 1-06 1952-53 10-19 17*14 

PART C STATES 

13. Ajmer . . Ajmer Municipality . . 1-96 1952-53 28-79 30-77 
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STATISTICAL APPENDIX 14 
Income from taxes of different Corporations —1952-53 
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♦The figures in respect of these corporations are for the year 1951-52. 





STATISTICAL APPENDIX 15 


(In lakhs of Rupees) 


Name of Municipal 
Corporation 

1950-51 

1951-52 


1952-53 

Total 

income 

Total 

expenditure 

Total Total 

income expenditure 

Total 

income 

Total 

expenditure 

I 

2 

3 

4 

5 

6 

7 

I. Bombay 

781-00 

791-89 

860-50 

876-41 

958-85 

925-39 

2. Calcutta 

484-3 

487-7 

542-5 

574-8 



3. Madras 

190-30 

192-77 

238-98 

223*09 

231-54 

228-78 

4. Poona 

106-07 

102*0 

H 5 - 4 I 

142-03 

112-82 

U 9 - 9 I 

5. Ahmedabad . 

164-08 

126-04 

192-27 

139-49 

205-38 

150-65 

6. Bangalore 

63-03 

59-58 

68-39 

65 - 7 I 

75-46 

75-76 

7. Hyderabad 

40-44 

40*24 

. 39 -H 

40-59 

50-72 

52-44 

81 Jabalpur . 

30-40 

34-96 

31-94 

28-25 

30-69 

28-83 

9. Nagpur . 

• • 


108-32 

79-22 

125-85 

108-49 

10. Secunderabad 

13-75 

io-8 j 

14-86 

13-49 

17-75 

12-91 

It. Trivandrum . 

7-85 6-52 9-92 

(For seven months) 

10-12 

•• 

• • 
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STATISTICAL APPENDIX 16 

Table showing the growth in Grants-in-Aid from State Government to Municipalities from 1907-08 to 1946-47 
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STATISTICAL APPENDIX 17 

Table showing the Grants from Government for various items in Municipalities 
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l 



318 M. of F-32 





'Represents total grants lor all services. 





























STATISTICAL APPENDIX 18 

Ttates of property tax including service taxes levied by Municipal 
Corporations and Municipalities in the several States 


■State Basis of levy Rate of levy Remarks 


1. Andhra . Annual value Rates range from 15 to 29 per Actual rate is to 

cent, of the annual value (inclu- be fixed by each 
ding education tax and municipality, 

service taxes). 

2. Assam . Annual value . General tax varies from 3 to 8 In respect of 

per cent. Water tax varies Government 

from 2 to 8 per cent. Lighting buildings and 
tax varies from /£ to 4 per cent, buildings whose 
Latrine tax varies from 3 to rental value 
per cent. cannot be de¬ 

termined, the 
annual value 
is arrived at 
on the basis 
of the cost of 
construction, a 
percentage of 
the cost of 
construction 
being taken as 
the annual 
value. 

3. Bihar . Annual value . 33 per cent, in Patna and about 32 

per cent, in municipalities in¬ 
cluding service taxes. 

4. Bombay . General An- Bombay Municipal Corporation.— In respect of 

nual value Maximum for the genral tax is village pan- 

'Rateable value) 21 per cent. Actually levied chayats, how- 

at 17 per cent. . ever, the tax 

can be levied 
on the capital 
value basis 
also. 


The total rate levied in Bombay 
City by the Corporation is 
24i per cent, made up of :— 
General tax 77 per cent. 

Water tax yf per cent. 
Halalkhore tax 3 per cent. 

F ire service tax f per cent. 


24I per cent. 

Poona Municipal Corporation 
levies the general tax on a 
graduated scale as under :— 

Rateable value Rate percentage 

up to 1000 Z2 per cent. 

1001 to 2000 13 per cent. 
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STATISTICAL APPENDIX 18 —contd. 

Rates of property tax including service taxes levied by Municipal 
Corporations and Municipalities in the several States —contd. 


State Basis of levy 


Rate of levy Remarks 


Rateable value Rate percentage 

2001 to 5000 14 per cent. 

5001 and above 16 per cent. 

Ahmedabad Municipal Corpora¬ 
tion levies the general tax 
on a graduatd scale as under :— 


5. Madhya 

Pradesh 

6 . Madras 

City.| 


Valuation g r oup Use of property Rate per 

Rs. 100 
of 

Annual 
Value l 


1 to 200 Residential 12 

Non-residential 12 

201 to 1000 Residential 13 

Non-Residential ijl 

IOOI to 3000 Residential 13 

Non-Residential 16 

3001 and above Residential 16 

Non-Residential 77 

Non-residential buildings and 

lands of mills and factories. 20 

In municipalities, the maximum 
rate is not fixed but the 

Government is pressing the 

municipalities to levy it at a rate 

of at least 20 per cent. 

Annual letting Upto 10 per cent, 
value. 


Annual rental Properties whose annual value is 
value. Rs. 500 and below: 

I7i per cent, of In respect of 

the annual village pan¬ 
value. chayats, how¬ 

ever, the tax is 
levied either on 
the capital va¬ 
lue or annua 
value. 


Properties whose value is above 
Rs. 500 but below Rs. 1000: 

19 per cent, of 

the annual 

value. 

Properties above Rs. 1,000: 

20 per cent, of 

the annual 

value. 

In addition, education tax is 
levied at ry per cent, of the 
above rates. 
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STATISTICAL APPENDIX 18— contd. 

Rates of property tax including service taxes levied by Municipal 
Corporations and Municipalities in the several States —contd. 

State Basis of levy Rate of levy Remarks 


In district municipalities, the 
total rate including service 
taxes and education tax ranges 
from 12I per cent, to 27 per 
cent, per annum. 

As regards house tax in village 
panchayats, the following 
minimum and maximum rates 
have been prescribed. These 
rates apply to the village 
panchayats in the Andhra area 
also. 


7 Orissa 


8. Punjab 

9. Uttar 
Pradesh. 

10. West Bengal 


Basis of levy Minimum Maximum 
rate per . rate per 
half year half year 

1. If levied 1I16 per £ per 

on the cent. cent, 

basis of of ca- of ca- 

capital pital pita! 

value. value. value. 

2. If levied j per cent. 10 per cent, 

on the of of 

basis of annual annual 

rental value. value, 

value. 

Annual value . Maximum jo per cent, for general Where the rent 
tax. In addition water tax is cannot be es- 
levied by the Berhampur mu- timated, the 

nicipality. In the one mu- annual value 

nicipalify which levies octroi, is to be 
the total rate of property tax is' on the basis of 
fij per cent. In others, it ranges the cost of cons- 

from 16 to 23k per cent. traction, a 

percentage (7$) 
being taken 
as the annual 
value. 

Annual value \ Maximum iz\ per cent. 14 mu¬ 
nicipalities levy at less than 6 
per cent, of annual value. 

Annual rental From yj per cent, to zy per 
value. cent, for general tax. Lucknow 

municipality levies general 
tax at slab rates which go up 
to 15 per cent, and in addition 
water tax at 7i per cent. 


Annual value 


Calcutta Corporation Per Rs. zoo 
of annual 
value 

Where the annual 
value does not exceed 
Rs. 1,000. if 

Where the annual value 
exceeds Rs. 1,000 but 
not Rs. 3,000. z8 


The maximum 
percentage may 
be increased 
upto 33 per cent, 
with the appro¬ 
val of State 
Government in 
case of lands 
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STATISTICAL APPENDIX 18 —contd. 

Rates of property tax including service taxes levied by Municipal 
Corporations and Municipalities in the several States —contd. 


Basis of levy 


Rate of levy 


Remarks 


II. Hyderabad Annual value 


12. Mysore 


Annual rental 
value. 


13. Rajasthan 


Annual rental 
value. 


14. Travancore- Annual value 
Cochin. 


Where the annual 

value exceeds 

Rs, 3,000 but not 
Rs. 12,000. 22 

Where the annual 
value exceeds 

Rs. 12,000. 23 

Howrah : Maximum 
23 per cent, but 
actually levied at 
2l\ per cent. For 
other municipalities 
the maximum rate 
on holdings are :— 

Darjiling and Kursaong 
municipalities • 13 

Other municipalities /o 

Slightly lower rates 
are actually levied. 

The following are the maximum 
rates upto which services taxes 
can be levied by municipalities 
in the State : — 

Conservancy rate 10 per cent. 

Water rate 7} per cent. 

Lighting rate 3 per cent. 

Municipal corporations :— 

Maximum 18 per cent. 

Municipalities :— 

In respect of municipalities, the 
rate is to be fixed by each indi¬ 
vidual municipality with the 
sanction of the State Govern¬ 
ment. The average rate is Jai 
per cent. 


Bangalore:— 12k per cent, on values 
below 500, and 14 per cent, on 
values over 500. 

In other municipalities it is lower. 
In the two city municipalities 
of Mysore and Devangere 
consolidated rate is p per cent. 


and buildings, 
whose annual 
value exceeds 
Rs. 3,000. 


In respect of vil¬ 
lage pancha- 
yats a tax can 
be levied on the 
basis of capital 
valuation also, 
the minimum 
and the maxi¬ 
mum being 
fixed by the 
State Govern¬ 
ment. 


$ per cent. 


In the only 
municipality 
that levies it. 


The rate levied by the Trivandrum. 
Municipal Corporation is 
12 per cent, (inclusive of tax 
for water supply). 

Maximum rate leviable is it 
per cent. 
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STATISTICAL APPENDIX 18— concld. 

Rates of property tax including service taxes levied by Municipal 
Corporations and Municipalities in the several States —concld. 


State Basis of levy Rate of levy 


Remarks 


15. Bhopal Annual value 1 Anna per rupee Only houses let 

out. are taxed. 
Owner occupied 
houses which 
are 70 per cent, 
of the total 
number of 
houses are 
exempt. 

16. Coorg Annual value 61 per cent. 

17. Ajmer Annual^, value per cent, where rental value 

exceeds Rs. 950 and 10 per 
cent, where it exceeds Rs. 1,200. 



STATISTICAL APPENDIX 19 

Total rates of property tax and service taxes levied by certain 
Municipal Corporations and Municipalities 


State 


Municipal Corporation or Muni- Total rate of taxes on property 
cipality levied on annual rental value 

per annum 


(Per Rs. ioo of annual value) 


Bihar 
Bihar 
Bombay. 

Do. 

Do. 

Do. 

Do. 


Patna Municipal Corporation. 33 
Municipalities in Bihar . 32 


Ahmedabad Municipal Cor¬ 
poration. 


30 on the highest class of build¬ 
ing namely, mills and factories. 


Bombay Municipal Corporation 24I (besides 2-\ to 5 per cent. 

urban immovable property 
tax levied by State Govern¬ 
ment). 

Poona Municipal Corporation. 19 In addition water rate is 

levied on rates dependent upon 
25 the size of the connection fro n 
the municipal mains. 

. 8 


Hubli Municipality 
Satara Borough Municipality 


Public water rate. In addition, for water supplied for 
domestic services a water rate of Rs. 18 per annum (Rs. 
24 for hotels and restaurants) for i inch pipe connection 
and a rate of Rs. 48 per annum, for J inch pipe connection 
is charged. 

Madras . 


Madras City Municipal Corpora- 23 (maximum rate 2j per cent 

tinn. An flap Joirrlinot oLpo rtf 


Madras . 

Do. 

Andhra . 

Do. 

Orissa . 
Punjab . 

Uttar Pradesh 
West Bengal . 
Do. 


tton. 

Ootacamund Municipality 
Tuticorin Municipality . 
Masulipatnam Municipality 
Anakapalee Municipality . 
Puri .... 


on the highest class of buildings 
including education tax of 
3 per cent.) 


19 


29 (inclu ling education tax of s 
per cent.) 

23 

20 


Five Municipalities levy at l2i 
Five Municipalities levy at . 10 
Seven Municipalities levy at .6 to 10 
Fourteen Municipalities levy at less than 6 

Lucknow Municipality 


22i (rate including water rate on 
the highest class of buildings). 


Calcutta Corporation 
Howrah Municipality 


23i (on the highest 
buildings) 


class of 
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STATISTICAL APPENDIX 19— contd. 

Total rates of property tax and service taxes levied by certain 
Municipal Corporations and Municipalities —contd. 

State Municipal Corporation ot Muni- Total rate of taxes on property 

cipality levied on annual rental value 

per annum 



(per 

Rs. too of annual value) 

Hyderabad 

. Secunderabad Municipal Cor- 10 
poration 

(including water tax In 
addition a conservancy tax is 
levied on a sliding scale). 

Hyderabad 

. Hyderabad Municipal Cor- 14^ 
poration 

(including water tax and 
conservancy tax). 

Mysore . 

. Bangalore Municipal Corporation 14 

(on the higher class of build¬ 
ings inclusive of service tax). 

.Do. 

The two City Municipalities of 
Mysore and Devangere . 9 


Travancore-Cochin 

Trivandrum Municipal Corpora- 12 
tion 


Coorg . 

. Coorg Municipality . . 


Ajmer 

. Ajmer. 10 

(on the higher class of build¬ 
ings). 

Bhopal . 

. Bhopal. 61 



STATISTICAL APPENDIX 20 

Particulars regarding remission of property tax for vacancies in Part A States 
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. West Bengal (a) Municipal Corporation. 60 consecutive days . . . Half of the owner’s share of the 

consolidated rate. 

(b) Municipalities. . 60 consecutive days . . . Half of the total rate. 



STATISTICAL APPENDIX 21 


Showing the basis and rate of levy of Land Cess in the principal 

States 


Name of the State 

Name of the Cess Basis of the Cess 

Rate of Cess per rupee 
of land revenue or an¬ 
nual value 

I 

2 

3 

4 

PART A STATES 



l. Andhra . 

Land Cess 

Same as in Madras 
State. 

2 annas. 


Education Cess 

Do. 

3 annas. 

2. Assam 

Local Rate 

Land revenue 

Maximum rate is 

Re. 0-2-8. The rate ac¬ 
tually levied is 11 annas 
in one district and 2 
annas in all other 
districts. 

3. Bihar 

Road Cess 

Annual rental value 
of estates 

Net profits of mines \ 
other than coalj 
mines 

2 annas. 

1 anna. 

4. Bombay . 

Local Fund & 
Cess 

Land revenue 

3 annas out of which levy 
of 15 pies is for primary 
education managed by 
District School Boards. 

5. Madhya Pradesh 

Land Cess 

Land revenue 

30 pies for Janapada 
Sabhas and 6 pies for 
village panchayats. 

6. Madras 

Land Cess 

Annual rental value 
which is land reve¬ 
nue assessment to¬ 
gether with water 
rate. Ryotwari land 
revenue assess¬ 

ments payable by 
the ryots will be 
fixed for ex-zamin 
lands also. 

2 annas of which pro¬ 
ceeds of 6 pies cess in 
panchayat villages are to 
be credited to the 
village panchayats. 


Education Cess 

Do. 3 

annas except in one 
district where it is 20 
pies. 

7. Orissa 

Local Cess or 
Land Cess, 

Annual value 

Minimum rate is two 
annas. Maximum rate 
is 2j as. The 1950 
Act raising the maxi¬ 
mum rate to 4 annas 
has not yet been given 
effect to. 
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STATISTICAL APPENDIX 21— contd. 

Showing the basis and rate of levy of Land Cess in the principal 

States —contd. 


i 


2 


3 


4 


PART A STATES—conto. 


8. Punjab 

Local Rate 

Annual value which 
is twice land reve¬ 
nue. 

Ranges from two to four 
annas in the rupee of 
annual value. 

9. Uttar Pradesh . 

Local Rate 

Do. 

Previously levied at per 
cent, of annual value or 
3 as. in the Re. of land 
revenue but on account 
of abolition of Zamin- 
daris, district boards 
now receive only a 
compensatory grant 

from Government in lieu 
cess. 

10. West Bengal 

Road Cess 

Annual value of land 
and annual net pro¬ 
fits from mines, 
quarries, etc. 

6 pies. 


Public Work 

Do. 

Do. 


Education Cess 

Annual value of land 

li annas per rupee of 


(credited to dis¬ 

and annual net pro¬ 

annual value of lands and 


trict school 

fits from mines. 

3 k pies of net profits 
of mines and quarries. 

boards; 

PART B STATES 

quarries, etc. 

1. Hyderabad 

Local Cess 

Land revenue 

1 anna. 

2. Madhya Bharat 

Land Cess 

Land revenue 

2 pies. 

3. Mysore . 

Local Cess 

Land revenue and 
forest revenue. 

Maximum rate is 2 annas. 
Minimum rate is 1 anna. 

4. PEPSU . 

Land Cess 

Not levied. 


5. Rajasthan 

Land Cess 

Land revenue 

1 anna. 

6. Saurashtra 

Land Cess 

Not levied. 


7. Travancore- Land Cess for 

Cochin. panchayats. 

PART C STATES 

On the basis of extent 

1? pies for 4 cents. 

1. Ehopal 

Land Cess 

Land revenue 

1 anna to village pancha¬ 
yats, there being no 
district board. 

2. Coorg 

Lccal Cess 

Annual rental value 

3 annas. 

3 - Hirrachal Pradesh 

. Land Cess 

Land revenue 

25 per cent, of land re- 


venue of which after 
deducting collection 
charges, 20 per cent, is 
proposed to be handed 
over to village pan- 
chayats there being no 
district board in the 
State. 


STATISTICAL APPENDIX 22 


Showing the annual income of Local Boards from Land Cesses in the 

Principal States 


Latest year Income from Percentage of 
for which land cess income from 
Name of State figures are (In lakhs of iand cess to 

available Rs.) the total in¬ 
come of 
boards from 
all sources 

i 2 3 4 


PART A STATES 
1. Andhra: 


District Boards (land cess) • 

• I 9 S 2-53 

48-19 

U'S 

District Boards (Education cess) 

. Do. 

82-73 

19 8 

2. Assam ..... 

• 1950-51 

1371 

26 5 

3. Bihar ...... 

• 1950-51 

145-18 

33 5 

4. Bombay . 

J. Madhya Pradesh : 

• 1952-53 

105-39 

43 7 

Janapada Sabhas .... 
6. Madras (Residuary State) : 

• 1951-52 

40-81 

22 1 

District Boards (land cess) . 

• 1952-53 

55 92 

io-3 

7. District Board (Education cess) 

. Do. 

89-12 

16 -5 

Village Panchayat (land cess) 

. Do. 

2-53 

17 

8. Orissa ...... 

. 1951-52 

16-12 

24 2 

9. Punjab . 

■ 1951-52 

63 43 

25 2 

10. Uttar Pradesh. .... 

. After the abolition of Zamindaris, the 
district boards now get only compen¬ 
satory grant-in-aid from Govern¬ 
ment in lieu of cess 

II. West Bengal . 

PART B STATES 

t 9 A 8 - 4 f 

35 - 4 ' 

41 • 

1. Hyderabad . 

2. Travancore-Cochin : 

• 1952-53 

31*26 

90 0 

Village Panchayats . . . 

3. PEPSU "I 

• 1951-52 

1-02 

X6 8 

4. Saurashtra V 

5. Travancore-Cochin J 

There are no district boards 
States. 

Total. 73083 

in thesi 
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STATISTICAL APPENDIX 23 

Income of Municipalities from Octroi 

(In lakhs of Rupees) 


Name of State 

1948-49 

1949-50 

1950-51 

1951-52 1952-53 

Latest 
year figure 

PART A 







Assam . . . 



• • 


. . 

. . 

Bihar 



.. 


. . 

. . 

Bombay 

Madras . 

•• 


154 92 

(44 

195 98 
( 45 - 36 ) 

213-54 

(4658) 

21354 

(4658) 

Madhya Pradesh 

Orissa . 

Punjab . 

Uttar Pradesh x . 

West Bengal 

75 60 

(46 75 ) 

1*50 
(16-04) 
54 74 
( 56 2) 
139 08 
(59 S3) 

91 83 

C 49 06) 
132 
(14S) 
59-82 
( 55 ’ 9 ) 
137-67 
( 37 - 84 ) 

78-43 

( 43 ’ 57 ) 

1-60 

(14-6) 

84-66 
( 71 - 7 ) 

74 48 
( 47 - 59 ) 

r -73 
(If 7 ) 
108-55 
( 77 - 2 ) 


74-48 

( 4 T 59 ) 

1-73 

( 14 - 7 ) 

10855 

( 77 - 2 ) 

137-67 

(37-84) 

PART B 

Hyderabad 

Madhya Bharat 

PEPSU 

Saurashtra 

T ravancore-Cochin 


•• 

32-26 

(32-26) 

57 - 86 * 

(61-04) 

37 96 

(3796 0 
60-54 

C 58 73 ) 

29 54 
(46 7 ) 

40-48 

(4048) 

2954 
(46 7 ) 

40-48 

(40 48) 

6054 
(58 73 ) 

PART C 

Bhopal - 

Coorg . 

Delhi 


4 ; 58 

( 65 - 3 ) 

5-23 

(68 9 ) 
i -39 
(70 56) 

6- 61 

( 72 ' 5 ) 

1-77 

( 73 ‘ 75 ) 


6-6x 
(72 5 > 

I -77 

(73 75 ) 

Himachal Pradesh , 

Vindhya Pradesh 

(88-% 

3-61 

(80-9) 

003 

( 0 - 39 ) 

503 

( 92 - 6 ) 

003 

(030) 

5-08 

( 92 - 02 ) 

003 

( 0 - 36 ) 

665 

(94’i) 

6-65 

( 94 - 1 ) 

003 

( 0 - 36 ) 





Total 

- 

681 ■59 


N.B.—The figures Within brackets below denote the percentage to total tax revenue. 
* Includes Terminal Tax also. 
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STATISTICAL APPENDIX 24 
Income of Municipalities from Terminal Taxes 


Name of State 

1948-49 

1949-50 

1950-51 

1951-52 

1952-53 

Latest year 
figures 

PART A 







Assam . 


. . 





Bihar 




. . 

. , 


Bombay 


•• 

35-39 

(9'6 2) 

38-83 

( 8 ' 98 ) 

29 74 

( 6 ' 48 ) 

29 74 

( 6 ' 48 ) 

Madras . 

• • 



. . 

. . 

. . 

Madhya Pradesh 

12-47 

( 7 - 7 /) 

10-56 
(S'64) 

9‘39 
(S'2 1 ) 

12-58 

(8-03) 

•• 

12-58 

(8-03) 

Orissa . 

. . 

.. 

. . 

. . 

. . 

, . 

Punjab . 

27-32 

(28-op) 

24-26 

(23S) 

n -74 

C 9 ' 9 ) 

4-74 

( 3 ‘ 4 ) 

*• 

4’74 

(?• 4 ) 

Uttar Pradesh 

53 66 

(IS' 37 ) 

48-67 

(13-38) 

•• 

•• 

•• 

48-6 
( 13 - 38 ) 

West Bengal . 

- . 

«. 

. . 

• • 

. , 

, # 

PART B 







Hyderabad 

. . 

•l* \ 


. . 

. . 


Madhya Bharat 

•• 

• • 


•• 

427 

( 6 - 7 ) 

4-27 

( 6 ' 7 ) 

PEPSU 







Saurashtra 

, , 

'i • 





Travancore-Cochin 


. . 

. . 

. , 


.. 

PART C 







Bhopal . 

> • 

. . 


. . 

, , 


Coorg . 

• • 

• • 

. . 

. . 

. . 

. . 

Delhi . 

58-25 

(SIS) 

67-42 
(42 2) 

70-25 
( 45 - 9 ) 

78-62 

( 48 ' 9 ) 

82-91 
( 45 ' 3 ) 

82-91 
( 45 ' 3 ) 

Himachal Pradesh . 

• • 

. . 

. . 

. . 


, . 

Vindhya Pradesh 

•• 

•• 

•• 

•• 

•• 

•• 


N.B.—The figures within brackets below denote the percentage to total tax revenue. 
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STATISTICAL APPENDIX 25 

Income of Municipal Corporations from Octroi and Terminal taxes 


1950-51 1951-52 1952-53 


State Amount Percen- Amount Percent- Amount Percen- 

(In lakhs of tage to (In lakhs of age to tax (In lakhs of tage to tax 

Rs.) tax re- Rs.) revenue Rs.) revenue 

venue 


I. Bombay : 


(a) Ahmedabad 

33‘7 

265 

44-0 

536 

51-6 

23 ' 6 

(b) Bombay . 

67 -6 

it I 

68-5 

io-4 

699 

9 * 

(c) Poona 

399 

5 1 '3 

42-6 

5 o-6 

40-5 

46'3 

Total 

141-2 

173 

155 -1 

188 

162-0 

IS 1 

2. Madhya Pradesh: 

(a) Jabalpur 

148 

684 

17-2 

69 6 

16 -I 

6 7-2 

(b) Nagpur . 



433 

55 9 

43 2 

55-0 

Total 

14-8 

68-4 

60-5 

59 3 

593 

57'8 

3. Mysore 

Bangalore 

I 5‘4 

25-6 

201 

316 

16-8 

23 3 

4. Travancore-Cochin 

Trivandrum . 

•• 

•• 

•• 

•• 

•• 

•• 

Total for all Cor- 

porations 

171-4 

I2‘2 

235-7 

149 

2381 

z6'2 
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STATISTICAL APPENDIX 26 


Income from Octroi and Terminal taxes of all Municipalities and 
Municipal Corporations in all States 


State 


Latest year 
for which 
figures are 
available 

Income in 
the year (In 
lakhs of Rs.) 

PART A 

Assam. 

• ■ 

« , , 

t # 

Bihar . 




Bombay : 

(a) Municipalities. 

. 

• 1952-53 

243 -2& 

(b) Municipal Corporations . 

- 

• 1952-53 

i62-0 

Madias : 

(a) Madras Municipal Corporation 

. . 

• 1951-52 

1 - 5 * 

(b) Other Municipalities 

. 

• 

a a 

Madhya Pradesh: 

(a) Municipalities. 

• 

. 1951-52 

87-06 

(b) Municipal Corporations . . 


• 1952-53 

59-30 

Orissa. 

• « 

• 1951-52 

1-73 

Punjab. 

• • 

• 1951-52 

113-29 

Uttar Pradesh. 

. . 

. 1949-50 

186-34 

West Bengal •. 

• 

. 

• a 

PART B 

Hyderabad. 

Madhya Bharat. 

, , 

• 1952-53 

33-81 

Mysore: 

(a) Bangalore Corporation 

• . 

• 1952-53 

l6-8o 

(b) Other Municipalities 

• a 

. Figures not reported 

PEPSU. 

• a 

• 1952-53 

40-48 

Saurashtra. 

• a 

• 1951-52 

60-54 

Travancore-Cochin. 

• a 

a 


PART C 

Bhopal . 


. 1951-52 

6-61 

Coorg . 


• 1951-52 

177 

Delhi .. 

Himachal Pradesh . 


• 1952-53 
. 1952-53 

82-91 

6-6$ 

Vindhya Pradesh . 


. 1951-52 

003 



Total 

1104-x8 
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STATISTICAL APPENDIX 27 

Octroi incomes of the Amritsar Municipality under various classes for 
the years 1950-51, 1951-52 and 1952-53 


Class and Names of articles 

1950-51 

1951-52 

1952-53 



Rs. 

Rs. 

Rs. 

Class I 

Articles of food and drink . 

7,46,442 

I0302 3 427 

11,66,962 

Class II 

Animals ...... 

24,947 

52,527 

45,532 

Class III 

Fuel and articles used for fuel and 
lighting. 

1,92,147 

2,69,885 

2,17,601 

Class IV 

Articles used in construction of buildings 

1,06,422 

1,27,219 

1,09,849 

Class V 

Drugs and perfumes .... 

1,29,028 

1,13,881 

1 , 12,779 

Class VI 

Tobacco ...... 

19,593 

20,728 

17,399 

Class VII 

Piece-goods and textile fabrics 

2,52,229 

3,98,518 

5,00,074 

Class VIII 

Metals and articles of metals 

1,27,027 

1,38,644 

1,36,527 

Class IX 

Miscellaneous ..... 

1,17,367 

1,49,982 

1 , 47,926 



17,15,202 

22,73,811 

24 , 54,649 


318 MofF-33 
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STATISTICAL APPENDIX 28 

Octroi incomes of the Patiala Municipality under various classes for the years 

1950-51,1951-52^1952-53 



Class & Names of Articles 

1950-51 

1951-52 

1952-53 



Rs. 

Rs. 

Rs. 

Class I : 

Articles of food and drink. . 

1,95,871 

2,24,983 

2,42,525 

Class II ; 

Animals ...... 

7,768 

6,516 

6,516 

Class III : 

Fuel and articles used for fuel and 
lighting. 

54,521 

64,808 

74 >U 7 

Class IV : 

Articles used in construction of buildings 

66,036 

76,166 

55/34 

Class V: 

Drugs and perfumes. .... 

27,088 

16,150 

19,183 

Class VI : 

Tobacco. ...... 

12,696 

13,161 

11,040 

Class VII : 

Piece-goods and textile fabrics. 

83,454 

84,952 

1,12,064 

Class VIII: 

Metals and articles of metals. 

44,207 

59,153 

54,228 

Class IX : 

Miscellaneous. 

2,416 

16,109 

24,518 



4,96,016 

5,61,999 

5 , 95,823 



STATISTICAL APPENDIX 29 


Showing the income of Local Bodies from Profession Tax in the 

several States 

A—Municipal Corporations and Municipalities 


State 

Latest year 
for which 
the figures 
are available 

Income from 
Profession 
tax in the 
year 

(In lakhs 
of Rs.) 

Percentage 
of the in¬ 
come to the 
total incom 
of the local 
bodies from 
all taxes 

I 

2 

3 

4 

PART A STATES 

Assam ...... 

. Not levied 

. . 


Bengal (West) : 

(a) Calcutta Corporation . 

• 1951-52 

- 28-00 

75 

(b) Other Municipalities in West Bengal 

. 1948-49 

5-58 

5'4 

Bihar:. 

. Not levied 


. . 

Bombay (including Ahmedabad Corporation) 

. 1952-53 

3-07 

04 

Madras : 

(a) Madras Corporation 

• 1952-53 

io-8i 

6-s 

(b) District Municipalities . 

(including tax on companies) 

■ 1952-53 n -44 yo 

Andhra District Municipalities 

Do. 

5-77 

4-8 

Orissa 

• 1951-52 

0-39 

3'2 

Punjab.. 

• 1951-52 

o-14 

o -1 

Uttar Pradesh ..... 

. 1949-50 

1-78 

O’6 

Madhya Pradesh ...... 

• 1951-52 

1-88 

I’2 

PART B STATES 

Hyderabad : 

(a) The two Municipal Corporations 
Hyderabad & Secunderabad . 

of 

■ 1952-53 

2-75 

6’3 

(b) Other Municipalities 

• 1952-53 

3-°4 

5'5 

Mysore : 

(a) Bangalore Municipal Corporation . 

■ 1952-53 

I'll 

1-6 

(b) Devangere City-Municipality . 

• 1952-53 

0' 12 


(c) Other Municipalities 


Figures not reported. 

Madhya Bharat. 

• 1952-53 

0-58 

o -9 

PEPSU. 

. Not levied 
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STATISTICAL APPENDIX 29 — contd. 

Showing the income of Local Bodies from Profession Tax in the 

several States —contd. 

A —Municipal Corporations and Municipalities— contd. 

i 234 

PART B STATES— contd. 

Rajasthan.Notified 

Saurashtra.Not levied 

Travancon-Cochin : 

(a) Trivandrum Corporation. . . . 1951-52 0-76 0.2 

(b) Other Municipalities . . . .1951-52 6-60 25-9 

PART C STATES 

. 1951-52 0-27 II-2 

Delhi \ 

Himachal Pradesh _f ... Not levied 

Total annual income of municipal corporations 
and municipalities from Profession Tax 

in all States .' . . . . 84-08 


B.—District Boards and Villages Panchayats 
PART A STATES 

Andhra : 


District Boards .... 

Bombay : 

1952-53 

0-65 

0-2 

District Boards .... 

Madras : 

(a) District Boards (in the residuary Madras 

1952-53 

1-94 

IS 

State) ...... 

(b) Village Panchayats (in the combined 

1952-53 

1-52 

=•3 

Madras State). 

Orissa : 

1950-51 

1-07 

6-s 

District Boards. 

Punjab: 

1951-52 

0-05 

0-3 

District Boards ..... 

PART B STATES 

Hyderabad : 

1951-52 

11-84 

IS-6 

(a) District Boards ..... 

1952-53 

0-05 

0-2 

(b) Village Panchayats .... 

Travancore-Cochin : 

1952-53 

0-54 

17 ' 4 

Village Panchayats ..... 

1951-52 

0-46 

29-8 

Total annual income of Local Boards from 
Profession Tax in all States 


18-12 

~ 

Total annual income of all Local Bodies 
from Profession Tax in all States 


102* 20 




STATISTICAL APPENDIX 30 

Rates of Advertisement tax levied by the Madras Corporation 
Revised Schedule of rates as per resolution of Council dated 29-3-1947 

I. In respect of advertisements on cloth hung across the streets, the rate of advertise¬ 
ment tax shall be Rs. io per calender month or less in a street ro feet to 20 leet broad 
and Rs. 20 per calender month or less in a street 20 feet broad upto 50 feet. This kind 
of advertisement will not be allowed in streets broader than 50 feet. 

Per week of Per Calender Per year 
7 days month 


Rs. a. p. Rs. a. p. Rs. A. P. 

II. In respect of advettisements on hoardings, 
walls, posts in the fotm of non-illuminated 
sky signs: 

(a) For a space not exceeding single royal . 010 040 

(b) For a space over single royal and upto 

10 sq. feet.020 080 600 

(c) For a space over 10 sq. ft. upto 25 sq. 

ft.040 100 1000 

(d) For every additional 25 sq. ft. or less . 030 0120 800 

III. Posters: 

(a) For a space not exceeding a single 

royal.010 

(b) For a space not exceeding double royal . 020 

(c) For every additional 10 sq. ft. or double 

royal.016 

IV. (a) For each vehicle other than motor car 

or lorry or any other means of convey¬ 
ance propelled by electrical or mechani¬ 
cal power . . . . 140 500 

(b) For each motor car or lorry or any other 
means of conveyance propelled by 

electrical or mechanical power 500 15 o o 


V. Advertisement boards carried by Sandwich 

Boardmen. .. 200 

VI. Illuminated Advertisements and sky signs : 

(a) For a space upto 5 sq. ft. . . . .. 280 

(b) For a space above 5 sq. ft. upto 25 sq. ft. .. 300 

(c) For every additional 25 sq. ft. . .. 280 

VII. Advertisements exhibited on screens by 

means of lantern slides ... .. 280 


per slide. 

Note. —Mere exhibition of the name of the owner of the vehicle, lorry, or tram car 
is not an advertisement liable to tax. For the purpose of calculating the size of an illu¬ 
minated advertisement on sky sign the greatest length and the greatest breadth will be 
taken into consideration. 
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STATE TAXES 


SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS 
Sales Tax and Other State Taxes 
Chapter III.— Examination of certain suggestions 

1. Sales tax on ‘services’. —Extending the sales tax to ‘services’ 
would involve administrative difficulties. In the absence of written 
evidence, evasion would be easy and where sales of goods and 
services are rendered by the same person, assessment would be 
difficult. It would also be duplication of profession tax and we do 
not recommend the extension of sales tax to services. (Paragraph 3) 

In the taxation of sales of goods where the charges made cover 
both value of services rendered and the cost of materials, different 
formulae for varying contexts are adopted by different States. We 
consider the position to be generally satisfactory. (Paragraph 3) 

2. Sales tax on transactions in -forward, markets. —Levy of stamp 
duties, through clearing houses of forward markets, would be a 
more appropriate way of taxing these transactions than imposing on 
them a sales tax. (Paragraph 4) 

3. Sales tax on newspapers.—A sales tax on newspapers would 
entail hardship disproportionate to the revenue as there are many 
newspapers with small circulation; so would an advertisement tax 
to the extent that an increase in advertisement costs might be 
expected to have the effect of diverting advertisements from the 
newspapers with smaller circulation. We are of the opinion that a 
sales tax on newspapers would not on the whole be worthwhile. 
(Paragraph 5) 

4. Selective sales tax. —The incidence on the less well-to-do 
classes would be higher and the tax system would be more regressive 
than at present. On the other hand, a general sales tax would in 
point of rate be lower and in point of incidence less open to objec¬ 
tion. (Paragraph 6) 

5. First-stage single-point sales tax. —If the States in India were 
to adopt the first-point tax, the reduction in the number of dealers 
liable to tax would not be substantial. In terms of obtaining the 
same revenue, the rate of the first-stage tax has to be much higher 
than that of the single-point levy at the last stage and to that extent, 
it provides larger incentive for evasion. It is not therefore a suit¬ 
able form of sales taxation for general adoption. It has, however, 
certain limited uses as part of, or in combination with, other systems. 
(Paragraphs 8—11) 

6. Multi-point sales tax. —It is sometimes urged that, in replace¬ 
ment of their existing systems, all States should adopt a low multi¬ 
point sales tax on all commodities and on practically all those who 
sell. There are many reasons why this will not be an adequate 
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solution. At the same time, a low multi-point tax may well play a 
significant part as one of the complementary features of a proper 
system of sales tax. (Paragraph 13) 

7. Purchase tax. —A purchase tax is practicable only in very 
limited context, e.g., motor cars and other readily traceable articles, 
and its limited application makes it a very negligible source of 
revenue. A purchase tax as a substitute for the taxation of non¬ 
resident dealers is of no advantage from the revenue point of view. 
At the most, it provides a check to be exercised at the purchase end 
of a resident registered dealer’s transactions. In the case of resident 
registered dealers and consumers who are outside the administrative 
arrangements for collection, the levy of a purchase tax is imprac- 
ticaole. (Paragraphs 14-15) 

8. Substitution of sales tax by excise, customs and octroi .— Excise 
duties are selective and the rates of duties are normally high, where¬ 
as sales tax operates at different points of the trade channel over a 
larger number of commodities and can, therefore, be levied at com¬ 
paratively low rates. Octroi suffers from obvious limitations and 
disadvantages which disqualify it from being considered as a major 
source of revenue. Customs by itself cannot replace sales tax. By 
definition, customs and excise apply only to a strictly limited portion 
of industrial output that is sold within the country. The merit of 
sales tax lies in the fact that it is dispersed over a large number of 
goods and of dealers and this makes possible the realisation of sub¬ 
stantial revenue at relatively low rates of tax. (Paragraphs 16—20) 

Chapter IV.— The Union, the States and the Sales Tax. 

9. Impracticability of Centralisation. —On account of its yield and 
flexibility, sales tax has come to occupy a large and indispensable 
place in the State financial systems. Centralisation of the tax must 
be ruled out. Difficulties which confront the tax administrations 
vary considerably in character and composition from State to State 
and taken together present a large and almost bewildering variety 
of problems. It would be hardly possible for the legislative and 
rule-making power located in the Central Government to deal effec¬ 
tively and promptly with these. (Paragraphs 4 and 5) 

10. Sales tax and foreign trade. —We consider the position under 
the Constitution to be perfectly satisfactory so far as foreign trade 
is concerned. (Paragraph 7) 


11. Sales tax on essential goods. —There is no reason why a State 
should not determine the range and rates of its sales tax, to the 
extent that the incidence of the tax rests on its resident consumers 
and the collection of the tax falls on its resident dealers. (Paragraph 
11 ) 


12. Considerations of future policy regarding sales tax. —In 
essence, the sales tax must continue to be a State tax. However, 
power and responsibility of the State must end and that of the 
Union begin when the sales tax of one State impinges administra¬ 
tively on the dealers and fiscally on the consumers of another State. 
Inter-State sales should be the concern of the Union. The Union 
should also have power to control the taxation of sales of raw 
materials which figure significantly in inter-State commerce, Except 
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in these cases, Parliament should not exercise concurrent power in 
regard to the levy of sales tax. (Paragraph 14) 

13. Main features of Central legislation. —Parliamentary legisla¬ 
tion will provide for the levy of sales tax on inter-State transactions. 
It will provide for delegating to the States the powers of the Central 
Government in respect of assessment, collection, etc. It will also 
provide that receipts will be distributed to the States on the basis 
of collection. (Paragraph 16) 

14. Rate of tax on inter-State transactions (other than those 
relating to gopds of ‘special importance in inter-State trade’). —The 
rate of the Central tax should be low. It may be one per cent, when 
the inter-State transaction takes place between a registered dealer in 
one State and a registered dealer in another. As for transactions 
between registered dealers in one State and unregistered dealers or 
consumers in another, the rate of tax should be the same as the 
exporting State imposes on similar transactions in its own territory. 
The proceeds in excess of the receipts from the rate normally leviable 
on inter-State trade between registered dealers, should be made 
available to the State where goods are delivered. The Central 
legislation should make no distinction between ordinary goods and 
‘luxury’ goods for purposes of the rate of tax on inter-State transac¬ 
tions. (Paragraphs 17—19) 

15. Definition of ‘sale’.- —The Central legislation should formulate 
the principles for determining the circumstances in which a sale 
becomes taxable by a particular State and by no other. It should 
also define in detail what constitutes a sale or purchase in the course 
of inter-State trade or commerce. (Paragraph 20) 

16. Central regulation of States’ sales taxes on goods of special 
importance in inter-State trade.— The main condition will be that 
no State shall have a system of levy other than a single-point tax on 
such goods. The tax may be either on sales or purchases but will 
be recoverable only at the last stage of sale or purchase. We recom¬ 
mend that the rate of such tax should be three pies per rupee. No 
purchase tax will be levied by a State on these goods if a Central 
tax on inter-State trade has already been levied at the rate of three 
pies in the rupee. The goods to be specified as goods of special 
importance in inter-State trade are: coal, iron and steel, cotton, 
hides and skins, oilseeds and jute. (Paragraphs 21-22) 

Chapter V. —The States and the Sales Tax 

17. Future pattern of sales tax.— It is desirable that the sales tax, 
in a suitable and not unduly burdensome form, should reach the 
lower income groups and cover a large number of persons; for this 
to be possible, the rate of tax has to be low, and the system, a multi¬ 
point one. But this can only be one feature of the tax. For the 
middle and higher incomes and for dealers at a higher level of 
turnover, the multi-point aspect of the system should co-exist with 
the levy of a single-point tax. All dealers having a turnover exceed¬ 
ing Rs. 5,000 a year should be made liable to the multi-point tax in 
the combined system that we recommend. There should be no 
exemptions. The rate of tax should not be higher than half per 
cent. For the single-point tax, the turnover limit should be relatively 
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high, e.g., Rs. 30,000 a year. The rate of the single-point tax and 
the taxable quantum of the dealers liable to tax will have to be 
determined by each State in accordance with its revenue require¬ 
ments and other circumstances. The higher rate of single-point tax 
will apply to goods other than those entering the cost of living of 
the poorer classes. The single-point tax need not necessarily be 
uniform on all types of goods. As at present, some of the ‘luxury’ 
articles can and should be subjected to a higher rate of levy. 
(Paragraphs 1—4) 

18. Exemptions from sales tax .—While the objects for which 
exemptions are granted are laudable, each exemption reduces 
revenue and, to that extent, may necessitate an increase in the rate 
of tax on other goods. It also widens the scope for evasion. Exemp¬ 
tions should, therefore, be limited to a few large, well-defined classes 
of goods. They should be expressed in terms which both the trade 
and the administration can readily understand. Exemptions which 
are related to the prices of commodities create confusion and compli¬ 
cate the accounts. State Governments should be chary of extending 
the list of exemptions in directions which serve little purpose but 
add to the cumulative inconvenience and harassment of the dealer. 
(Paragraph 5) 

19. Financial effect of the proposals .—'On our estimation, the 
adoption of the flexible pattern recommended by us will mean that 
every State will gain in revenue, in addition to achieving a simpler 
and a more rational system for the different classes of dealers. 
Further, there will be gain from the allotment to the States of the 
proceeds from the Central tax on inter-State transactions. A sub¬ 
stantial reduction will also be effected in the very considerable 
evasion which now takes place in inter-State trade. (Paragraph 6). 

20. Other advantages of the proposals .—The proposals will make 
it unnecessary for the States to tax non-resident dealers. A purchase 
tax can, also, be no alternative to these proposals. We recommend 
that during the time taken to carry out the necessary Constitutional 
and legislative measures for implementing our proposals, States 
should not attempt either to tax non-resident dealers or to levy a 
purchase tax. (Paragraph 7) 

21. Administration of sales tax .—We cannot wholly discount alle¬ 
gations made to us that there was corruption in administration and 
that evasion was on the increase. One of the main roots of that 
corruption lies in the complexities of enforcement and the desire 
on the part of traders to escape from these. We believe that the 
adoption of the pattern of sales tax we have recommended will 
reduce many of the complexities that beset the present sales tax 
Systems. The complexity of accounts is one of the main grievances 
of the dealer. When some sales of goods are taxable and others are 
not, the keeping of accounts and the submission of returns present 
difficulties which may be administratively unavoidable but which 
ought to be kept to the absolute minimum. (Paragraphs 8—12) 

22. Aspects of administration .—The sales tax authorities enjoy, 
in certain respects, wider powers than the income-tax authorities. 
Powers of this kind, most of which can be abused and many of which 
result in needless harassment, should be vested only in officers of 
adequate seniority and rank. Assessments are sometimes delayed 
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over a number of years, making it difficult for the dealer to obtain 
necessary evidence, documentary or other. While the honest dealer 
thus suffers, the delay helps the dishonest dealer in many ways. To 
the extent the delay is due to inadequacy of staff, establishment 
should be strengthened. In many States, the same staff is expected 
to do both assessment and inspection and the latter is either not 
done at all or indifferently done. The maintenance of a separate 
inspection staff to detect evasion and also serve as a liaison between 
the Sales Tax Department and the dealers is extremely desirable. 
For the collection and maintenance of necessary statistics, classi¬ 
fication of tax receipts, etc., there is a good case for the creation of 
an Intelligence Section in every Sales Tax Department. The provi¬ 
sions of the Act and the Rules being in legal form and language, are 
not clear to a majority of dealers. There is, therefore, need for 
authoritative pamphlets on procedures being published by the State 
Governments themselves. The behaviour of sales tax staff towards 
assessees and the public is a matter of great importance. Apprecia¬ 
tion of the bona fide difficulties of traders, guidance in proper com¬ 
pliance of the requirements of the tax administration and courteous 
behaviour will make Sales Tax Departments less unpopular than at 
present. (Paragraphs 13—18) 

23. Issue of cash memos and vouchers. —The practice of showing 
tax separately in bills leads to the customer bargaining for his not 
having to pay it and to the dealer offering not to charge it provided 
a voucher is not insisted on, the result being collusion and evasion. 
While the issue of vouchers and cash memos should be made com¬ 
pulsory, it is desirable that separate mention of the sales tax in a 
bill should be discouraged, or at any rate, not receive the explicit 
approval of State Governments. (Paragraph 19) 

24. Evasion and avoidance of tax. —To prevent these, there is 
great need for simplifying the administrative requirements, includ¬ 
ing accounts, forms of returns, etc. It is necessary to pay more 
attention than at present to supervision, including surprise check 
by the higher officers of the Department. Assessments made by 
lower officers should be test-audited more frequently. Evasion can 
also be tackled if arrangements with the Customs and railway autho¬ 
rities are made for exchange of information. There should be greater 
co-ordination between Sales Tax Departments of different States. 
(Paragraphs 20-21) 

25. Sales tax Advisory Committees. —For the maintenance of 
proper liaison with trade and industry, the Sales Tax Department 
should maintain contact with chambers, associations, etc., of trade, 
commerce and industry. A small committee representing the impor¬ 
tant sections of trade, commerce and industry would be useful for 
this purpose. Each State should establish such a committee. The 
committee should discuss matters of general interest to the trade 
and not items of individual dispute or grievance relating to parti¬ 
cular assessment or particular dealers. (Paragraph 22) 

26. Sales Tax Tribunal. —There should be an independent autho¬ 
rity in each State to decide the final appeals on sales tax disputes 
between the Sales Tax Department and the dealer. For this pur¬ 
pose, we recommend the establishment of Sales Tax Tribunals in 
all States. (Paragraph 23) 
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27. Co-ordination .—In the administration of sales tax, there is 
constant need for exchange of information between one State and 
another. Such an exchange regarding methods of assessment, 
maintenance of accounts, and other procedural matters is likely to be 
useful in improving the efficiency of the Department as a whole. It 
is desirable, therefore, that the heads of Sales Tax Departments of 
all States and representatives of the Central Government should 
hold meetings at least once a year, under the auspices of the Inter- 
State Taxation Council proposed by us. (Paragraph 24) 

28. Uniformity in sales tax law and procedure .—The proposed 
Inter-State Taxation Council should undertake the task of introduc¬ 
ing as much uniformity as possible between different States in the 
matter of sales tax law, regulation, procedure, forms, etc., in so far as 
these can be distinguished from and are not concerned, with actual 
rates, turnover limits, exemptions, etc. (Paragraph 25) 

Chapter VI.— State Taxes on motor vehicles and motor spirit 

29. Abolition of octroi and terminal taxes .—The question whether 
it is desirable and practicable to abolish octroi and terminal taxes 
has to be decided on broader grounds and not on those restricted to 
the effects of the taxes on motor traffic. Our detailed suggestions 
in respect of octroi and terminal taxes are made in the section deal¬ 
ing with local taxes. (Paragraph 13) 

30. Abolition of wheel tax .—The local wheel tax is in the nature of 
an additional levy parallel to the States’ motor vehicles tax. Seve¬ 
ral considerations point to the desirability of the two being consoli¬ 
dated into a single tax. Except in the case of municipal corpora¬ 
tions, we recommend (1) the abolition of municipal wheel tax on 
motor vehicles, (2) an appropriate increase in the motor vehicles 
tax levied by the State Governments, and (3) apportionment of a 
part of such proceeds to the municipalities concerned. (Paragraph 

31. Wheel tax by Corporations to continue .—Corporations in the 
big cities which are centres of industry and business, construct roads 
of a high standard and incur large expenditure. The recommenda¬ 
tion regarding abolition of municipal wheel tax is not intended to 
apply to wheel tax levied by corporations. We are of the view 
that corporations should be permitted to levy wheel taxes. We, 
however, suggest that for vehicles plying exclusively within the 
corporation limits, some reduction should be made in the State 
motor vehicles tax. (Paragraph 15) 

32. Sales tax on motor vehicles— The higher rates of sales tax 
where they are in force are by no means confined to motor vehicles 
We are unable to concede that the motor vehicles as a class are 
unsuitable for inclusion in the list of articles on which special rates 
of tax are charged by State Governments. (Paragraph 16) 

33. Tax on passengers and goods.— The burden of both motor 
vehicles tax and the tax on passengers and goods falls ultimately 
on the user of the motor vehicles and neither tax can be considered 
in isolation. Therefore, where the rates of motor vehicles tax have 
been kept adequately low, a tax on passengers and goods may rea¬ 
sonably be levied; but where the motor vehicles tax itself is very 
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high the levy of a separate tax on passengers and goods would be 
unjustifiable. (Paragraph 17) 

34. Reciprocal arrangements between States .—Motor vehicles 
passing through more than one State are sometimes made liable to 
pay the motor vehicles taxes of the other States. The problem of 
double taxation, combined with the inconvenience to the tax-payer 
which thus arises can be solved by reciprocal arrangements between 
the different States. We also recomfnend that entrance taxes, fees, 
licence duties, etc., wherever these are in the nature of a tax on 
motor vehicles, registered in another State, should be abolished. 
(Paragraph 18) 

35. Freight equalisation cess. —It would not be reasonable for 
petrol alone being singled out for price equalisation on a country¬ 
wide basis. We are therefore unable to recommend that a transport 
cess of one and a half annas per gallon should be levied for the pur¬ 
pose of equalising prices. As for the rate of tax on motor spirit, we 
regard the rate of six annas per gallon as a ceiling to be exceeded 
by no State, rather than as a uniform rate which all States should 
attempt to adopt. (Paragraph 19) 

36. Road Cess. —For the development of rural communications, 
much larger finance is necessary. We have made our recommenda¬ 
tions separately for this purpose. A cess of the nature indicated 
should, in our view, be left to be levied by local bodies. (Paragraph 
20 ) 

37. Central and State Road Funds— Though as a rule opposed to 
the earmarking of revenues for specific purposes, we consider that 
an exception is definitely justifiable in the context of road develop¬ 
ment. We suggest the following arrangements in respect of the 
earmarking of the proceeds from taxation of motor vehicles and 
motor spirit: 

(i) The annual contribution now made to the Central Road 

Fund by the Government of India should continue at the 
present rate of two and a half annas per gallon out of the 
total Central taxes on motor spirit. 

(ii) States should contribute not less than 25 per cent, of their 
receipts from taxes on motor spirit to their Road Funds. 
In addition, not less than 25 per cent, of the balance of the 
proceeds from motor vehicles tax, which remains after 
deducting compensation or share to be given to local autho¬ 
rities should be contributed to the State Road Funds. 

(iii) The Central Government should continue to give grants 
to the State Governments from the Central Road Fund. 
The States should continue to spend on road programmes, 
from their general revenues, supplementing the necessary 
finance from their State Road Funds. 

(iv) For larger expenditure on rural communications, an All- 
India Rural Communications Fund should be created which 
should be both substantial and non-lapsable. Contribution 3 
from this Fund should be available to all States and the 
Central contribution should, in each State, be supplement¬ 
ed by the State Government as well as by local boards 
and village panchayats (where suitable in the shape of 
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free labour, etc.). From a broad appraisal of the problem 
of developing rural communications, we consider there is 
justification for (1) an annual contribution to this Fund 
by the Central Government of a sum equivalent to the 
proceeds of the Customs and Central Excise duties on 
petrol to the extent of four and a half annas per gallon; 
and (2) for the provision by each State Government for 
expenditure on rural communications of a, sum not less 
than 25 per cent, of the Central grant to the State from 
this Fund, the Central grant being conditional on such 
provision by the State. (Paragraph 22) 

38. Principles of motor vehicles taxation .—In regard to inland 
transport policy, we consider the recommendations made by the 
Motor Vehicles Taxation Enquiry Committee to be suitable. Regard¬ 
ing the basis of motor vehicles taxation also, we endorse the Com¬ 
mittee’s recommendation. With reference to the ceiling rates of 
motor vehicles tax, we consider that the question of fixing maximum 
rates of motor vehicles taxes is chiefly one of co-ordination between 
State taxation and Union policies. Accordingly, we are of the view 
that to the extent that any of these matters are not resolved in the 
discussions which take place in the Transport Advisory Council, they 
should be finally considered by the Inter-State Taxation Council 
recommended by us. In regard to the Committee’s recommendations 
suggesting restrictions on the powers of States and local bodies to 
impose taxes other than motor vehicles tax, we have separately 
expressed our views on the individual recommendations. Moreover, 
we believe that such taxes cannot be the subject of Parliamentary 
legislation under entry No. 35 of the Concurrent List. Here again, 
the necessarv co-ordination is best secured through the proposed 
Inter-State Taxation Council. (Paragraphs 23—26) 


Chapter VII.— Stamp Duties and Court Fees 

39. Uniformity in the rates of stamp duties.—Uniformity in the 
rates of stamp duties on instruments concerned with inter-State 
transactions is neither necessary nor desirable. As for instruments 
relating to inter-State transactions, these have already been reserv¬ 
ed for the Central Government and the present disparities can, if 
necessary, be minimised by Central legislation. (Paragraph 14) 

40. Exemptions .—The present lists of exemptions need to be 
carefully examined with a view to withdrawing such of them as 
are not connected with some important policy of government or the 
removal of some hardship to the tax-payer. (Paragraph 16) 

41. Feasibility of extending stamp duties .—Regarding the re¬ 
imposition of stamp duty on cheques, we are of the opinion that in 
view of the considerable leeway which banking and the cheque 
habit, have yet to make in this country, no stamp duty should be 
levied on them. There is a possibility of extending' the stamp duties 
to sea insurance policies. As the bulk of sea insurance business is 
placed abroad, revenue is lost by not making these policies compul¬ 
sorily liable to stamp duties in India. Government of India should 
look into this suggestion and amend the Stamp Act suitably. (Para¬ 
graph 17) 
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42. Extension of stamp duties to transactions in forward mar¬ 
kets .—Bombay is at present the only State where stamp duties on 
transactions in forward markets are levied. The Central Govern¬ 
ment have now enacted the Forward Markets Regulations Act and 
established the Forward Markets Commission. As and when the 
forward markets in different commodities are brought under the 
control of the Act, in different States, it should be possible for the 
States concerned to impose stamp duties on the lines levied in 
Bombay. Similar steps can be taken in regard to transactions in 
stock exchanges when Central legislation in respect of them is 
enacted and made operative. The control of blank transfers has 
to await Central legislation in regard to the regulation of Stock 
exchanges and the reform of Company Law. However, if transfers^ 
of shares are to be registered each time they pass from one person’ 
to another, the present stamp duties on transfers will have to be 
adequately reduced. 

43. Court Fees.—We are in agreement with the view that court 
fees should be on the basis of covering the expenses of administra¬ 
tion of justice. The question of outright abolition of court fees is 
different. It has to be considered as part of a larger problem which 
is concerned with other items as well (e.g. lawyers’ fees) which enter 
into the cost of justice. (Paragraph 24) 

Chapter VIII.— Other State Taxes 

44. Entertainment Tax: (1) Substitution of percentage rates for 
slab rates of tax .—There is justification in the complaint that the 
slab system of entertainment tax, as it now prevails in some States, 
stands in the way of the flexibility needed in the adjustment of 
admission rates. A tax on a percentage basis, with certain modifi¬ 
cations, seems to us more suitable. To enable a certain degree of 
differentiation to be made in these rates applicable to different 
classes of tickets, the percentage rates may be graded on a very 
broad basis; we suggest that there should be not more than three 
grades. We consider that rate of the tax can be reduced in some 
States for the lowest class of tickets. (Paragraphs 6—8) 

(2) Exemptions from tax.—We consider the scheme of exemptions 
as it obtains today is needlessly complicated from the point of view 
of Government and needlessly harassing from the point of view of 
those who provide the entertainment. One very widespread result 
of this has been that eager amateurs and philanthropic organisers 
have their enthusiasm damped at every stage. As about 90 per 
cent, of the revenue from entertainment tax is derived from the 
cinema, we are of the opinion that, with little or no effect on reve¬ 
nue, the whole scheme of exemptions would be rendered simpler 
if entertainments were divided into ‘professional’ and ‘non-profes¬ 
sional’, and the latter totally exempted. So far as the ‘professional’ 
sector (which would include the whole of the cinema) is concerned, 
exemptions could be granted only where the proceeds of the parti¬ 
cular entertainment are devoted to a philanthropic or charitable 
purpose. We suggest the establishment of small non-official advi¬ 
sory committees to assist Government in deciding exemotions 
(Paragraph 8) 

45. Tax on Prize Competitions.—In the tax structure of States 
this tax is of minor importance. The legislative measures pertaining 
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to prize competitions and lotteries aim primarily at regulation and 
control and secondarily at taxation and revenue. Experience of 
Bombay has shown how both control and taxation can be avoided 
if sought to be imposed by individual States. Control over price 
competitions and lotteries can be effective only if it is imposed on 
an all-India basis. We therefore recommend that the regulation and 
taxation of prize competitions and lotteries should be taken over 
by the Central Government. The receipts from the tax can either 
be retained by the Centre or, if preferred, distributed among the 
States. (Paragraph 11) 

46. Betting Tax. —We have no special comments to make on the 
rates or on the arrangements for the collection of betting in different 
States. We however recommend that the tax should be levied on all 
stake moneys including the winnings and not on winnings only as 
at present in a few States. (Paragraph 14) 

47. Electricity Duties. —The total cost of electrical power (inclu¬ 
sive of the tax) in some of the typical industries does not exceed 
two per cent, of the total cost of manufacture. We therefore find it 
difficult to agree that even a low rate of tax is unjustifiable if it is 
levied on the consumption of electricity for industrial purposes. 
(Paragraph 20) 

In regard to rates of the duty, the main considerations are—(1) 
on lights and fans the rates should be reasonably low; (2) on other 
domestic appliances, they should be lower; and (3) on industrial 
consumption they should be lowest of all and in fact extremely 
low. (Paragraph 22) 

There are certain industries where the power costs constitute a 
substantial item of the cost of manufacture. The rate of levy has 
to be specially low for them. For cottage and small scale industries, 
specially low rates (or even exemption) would be justifiable in order 
that these may adapt themselves to improved methods of production. 
(Paragraph 24) 

48. Registration fees.—Registration fees are in the nature of 
specific charges for services rendered by the State and in fixing the 
rates this principle should be broadly kept in mind. (Paragraph 27) 

49. Tobacco Duties. —Several complaints have been received by us 
about the unduly heavy burden of the Central, State and local taxes 
on tobacco and tobacco manufacture. The need for ensuring pro¬ 
per co-ordination between the different taxes on tobacco levied by 
the different authorities is obvious. We consider that such co-ordi¬ 
nation can be best evolved through the Inter-State Taxation Council 
(Paragraphs 28—32) 

50. Sugarcane Cess.— Entry 52 of the State List relating to “taxes 
on the entry of goods into a local area for consumption, use or sale 
therein” was not, in our view, intended to be made use by the State 
Government as authority for taxing raw materials of industries We 
consider that any extension of the use of this entry by State Govern¬ 
ments for the purpose of taxing agricultural or mineral products or 
raw material would for many reasons be undesirable. We recom¬ 
mend the reservation of this entry for utilisation by local authorities 
like municipalities, village panchayats, etc. (Paragraph 35) 



51. Raw Jute Cess .—Under the scheme of sales tax recommended 
by us, it will no longer be possible for a State to levy this tax at a 
rate higher than one-fourth of an anna. (Paragraph 37) 

52. Inter-State Transit Duties .—We are in agreement with the 
principle that these duties should be abolished within a reasonable 
period and endorse the view that the States which have been levy¬ 
ing them should make every possible effort to make up the loss in 
revenue by utilising other sources of taxation. (Paragraph 40) 



Land Revenue, Agricultural Income-tax, Irrigation Charges and 

Betterment Levy 

Chapter IV.— Problems of Future Policy and the Changing 
Significance of Land Revenue 

53. The significance of land revenue as an item of contribution to 
the exchequer and as an item of burden on the agriculturist, has 
undergone very substantial modification since the early days of the 
introduction of the land revenue systems. First, there have been the 
vast changes in agricultural economy, including the big upward 
movements of agricultural prices, in the perspective of which land 
revenue has shrunk in dimensions. Secondly, there has been the 
transformation of a simple fiscal system with land revenue as its 
main feature into the complex system of the present day in which 
income-tax, customs, excise and the many State taxes have come to 
occupy a far more important place than that occupied by land 
revenue. (Paragraph 1) 

54. An agricultural income-tax will undoubtedly be significant as 
making land taxation as a whole, inclusive of land revenue, more 
equitable; but it obviously cannot replace land revenue in the sense 
of constituting roughly an equivalent source of income for the State 
Governments. (Paragraph 3) 

55. The general adoption of a system such as prevails in Travancore- 
Cochin, whereby certain flat rates of tax on land are combined with 
the levy of an agricultural income-tax, is equally out of question as 
an alternative to the present system of land revenue assessment. 
(Paragraph 4) 

56. Sales tax on primary agricultural producers when they sell 
their crops will give rise to several administrative and financial diffi¬ 
culties and for that reason the replacement of, the land revenue 
system by such a tax is not feasible. (Paragraph 5) 

57. Where assessment in two different areas are very dissimilar, 
though the areas themselves are comparable in all significant aspects 
and the disparity in assessment is due to the widely different periods 
at which the areas were settled and resettled, a special surcharge 
for equalising the levels of assessment or for reducing the disparity 
between them would not be open to the same objection as surcharges 
in general. (Paragraph 7) 

58. Similarly, a surcharge on the basis of the largeness of holdings 
or of its assessmeht, or one related to the nature of crop grown, would 
be less objectionable if locally levied with reference to varying local 
conditions of the village, taluka, or other local area concerned than 
one super-imposed on'a State-wide basis and with a State-wise uni¬ 
formity of rates and exemptions, on, tl>e present pattern of land 
revenue-assessment. (Paragraph 7) 

59. A sliding scale which aims at making readjustments over 
relatively long intervals such as a period of ten years, and over rela¬ 
tively large areas, such as an entire State or one whole homogeneous 
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region of the State, is more suitable than a sliding scale of revenue 
correlated to prices in a small local area varying from year to year. 
(Paragraph 7) 

60. The two major events of the last few years viz., land reforms 
and integration, had one common effect, namely, that of tending to 
bring the basic structure of land tenure and in relation to them of 
land revenue, into very substantial conformity with the pattern 
which existed in ryotwari States. In this way, the major diversity 
in the land revenue systems of India which were based on funda¬ 
mental differences in tenures is now fast coming to an end. (Para¬ 
graph 10) 

61. While examining the future of the periodical ryotwari settle¬ 
ment, it may be noted that the smooth course of that system seems 
to have ended during the depression of the thirties. The main stress 
under which the orthodox system of revenue settlements has tended 
to break down is that of price fluctuations. (Paragraph 11) 

62. Settlement and re-settlements are essentially operations for a 
small unit over a long period with price as only one of the many 
considerations involved. For purposes of future policy, however, the 
original settlement must be distinguished from the subsequent 
revision of that settlement. (Paragraph 13) 

63. The initial settlement, including in that term the combined 
operations of survey, classification and fixation of assessment has to 
be undertaken separately for each of the units in large tracts of the 
country where they have not so far been undertaken. But resettle¬ 
ment stands on a different footing altogether. (Paragraph 13) 

64. Since the early days of British rule, the burden of land revenue 
has steadily and progressively tended to decline, if the revenue 
receipts are compared to the changes in the price levels of food- 
grains. With the spread of railways, irrigation and commercial 
crops, which tended to increase production, the long-run trend has 
been in the direction of a steady, and latterly drastic, reduction in 
the burden of land revenue. (Paragraph 17) 

65. While, on the whole, agriculturists may have benefited through 
steadily rising prices, at any given moment, those who cultivated 
lands which had been resettled recently are in this respect worse off 
than those occupying lands resettled many years ago. Disparities 
of this type have been accentuated by the postponement of resettle¬ 
ment as a result of the depression and the War. The disparities can 
be reduced by a re-adjustment of assessments related to the dates of 
resettlement or, more accurately, of the periods taken into account 
at resettlement for fixing the price levels on which, among other 
things, the revision is based. (Paragraph 18) 

66. When price data are collected for this purpose, it is not neces¬ 
sary to go down to very small geographical units. Experience has 
indicated that it is the broad changes in the price level which have 
been significant in relation to the burden of land revenue. (Para¬ 
graph 19) 

67. While it cannot be said that the price received by the agricul¬ 
turist in every area corresponds very closely to the prices in the 
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main marketing centres of the State, it can reasonably be assumed 
that the range of variation will not be wide. (Paragraph 19) 

68. The most significant factor affecting the burden of land 
revenue is the general level of prices. (Paragraph 20) 

69. Both administrative and economic considerations point to the 
need for certain modifications being made in the present system. 
(Paragraph 21) 

Chapter V.— Future Pattern of Land Revenue and Agricultural 

Income-tax 

70. In many matters of important detail, there is bound to remain 
a diversity in the land revenue features of different States; but it 
will be both advisable and feasible to aim at a minimum degree of 
uniformity in more basic matters like nature of tenure, manner of 
initial fixation of assessment, the broad method of revision of assess¬ 
ment and the limits of increase or decrease within which it will 
operate, the place of land revenue vis-a-vis local bodies, and the place 
of agricultural income-tax vis-a-vis land revenue. (Paragraph 2) 

71. The convergence to a broad common pattern in which indi¬ 
vidual differences are accommodated is already discernible in recent 
developments. (Paragraph 3) 

72. The basic pattern of settlement and revision, while largely 
similar to the existing ryotwari pattern should make a departure 
from it in significant respects. It is especially important that revision 
of settlement should be divorced from small units and local prices 
and be based instead on the State, or within the State on homoge¬ 
neous regions. (Paragraph 4) 

73. Within the limits set for revision, the ‘standardised assess¬ 
ment’ should continue indefinitely. The State Governments should 
not levy surcharges over and above it and all surcharges on the 
standardised assessment should be by local bodies for local services. 
(Paragraph 5) 

74. Initial settlement including survey and classification is indis¬ 
pensable and should be undertaken in all areas where one or more 
of these operations still remain to be conducted. (Paragraph 6) 

75. An agricultural income-tax on the higher agricultural incomes 
should be adopted by all the States which have not yet done so; this 
is necessary because of the greater equity it brings into the system, 
if not of the revenue it brings to the exchequer. (Paragraph 7) 

76. The eventual aim should be to merge agricultural income with 
non-agricultural income and levy one income-tax. As a first step in 
this direction, the Union should make it possible for the States to levy 
a surcharge on agricultural income-tax with reference to the non- 
agricultural incomes of the assessees. (Paragraph 8) 

77. All agricultural incomes above Rs. 3,000 a year should be 
made liable to the agricultural income-tax. (Paragraph 10) 

78. The fact that agricultural and non-agricultural incomes are 
• treated as two distinct compartments, State and Union, for purpose 

o£ taxation, gives rise to many anomalies. A start should be made 
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towards eventual integration of the two types of income. (Para¬ 
graph 11) 

79. It is easier to provide for a uniformity in the exemption limit 
of agricultural income tax than in the rates. Rs. 3,000 is a reasonably 
adequate limit of exemption and all the States should adopt this 
limit. (Paragraph 11) 

80. As a first step towards the reduction of anomalies arising from 
the separate treatment now accorded to agricultural and non-agri- 
cultural incomes, all States should adopt a system of surcharges on 
agricultural income tax on the basis of the assessees’ non-agricultural 
incomes, if any. (Paragraph 12) 

81. In fixing the rates, care will have to be taken to ensure that 
the agricultural income-tax together with the surcharge and the non- 
agricultural income-tax does not exceed whichever of the following 
is lower, viz., 

(i) agricultural income-tax which would have been payable 
had the whole income—agricultural and non-agricultural— 
been treated as agricultural, and 

(ii) non-agricultural income-tax which would have been pay¬ 
able had the whole income—agricultural and non-agricul¬ 
tural—been treated as non-agricultural. (Paragraph 12) 

82. While survey, classification and initial settlement as evolved 
with minor differences in many States, must be regarded as indis¬ 
pensable operations, the same cannot be said of revision settlements 
in the manner in which they have been conducted in the past. 
(Paragraph 14) 

83. It is clearly indicated as the proper course of future policy 
that (a) the present levels of assessment should first be standardised 
over the State as a whole and (b) the standardised assessment then 
revised, State-wise or region-wise, at reasonable intervals. (Para¬ 
graph 14) 

84. The process of standardisation is one of reducing disparities to 
the extent practicable, and not by any means one of eliminating 
them. There is enough justification for not attempting to alter the 
existing assessment, levels too greatly in spite of marked disparities 
between them. (Paragraph 15) 

85. Standardisation in the broad sense should be State-wide, 
simple and ad hoc. All the talukas or other areas concerned should 
at one and the same time be individually taken into account for 
purposes of the operation. (Paragraph 15) 

An ad hoc method of ready applicability would consist in grading 
the increases in relation to the price period relevant to the settlement 
or resettlement-at which-the existing assessment was fixed. (Para¬ 
graph 15) 

86. A simple but adequate formula would consist in dividing all 
the settlement units in the State into four categories according to the 
considerations mentioned above; of these categories the earliest would 
be made to bear an additional amount of 25 per pent, and the latest 
none at all. As for the two intermediate categories, the earlier would 
have an addition of 12i per cent, and the latdr of '6i per cent. 
^Paragraph 15) 
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87. The details or standardisation will have to be worked out by 
each State in the context of its own conditions. So far as current 
settlements or resettlements are concerned, standardisation will also 
necessitate legislative steps for altering the assessment during the 
period of guarantee. (Paragraph 15) 

88. Once the assessment levels have been standardised, the land 
revenue should be revised once in ten years with reference to changes 
in the price level. 

The method of revision adopted should be such that it can be 
carried out more or less automatically on the basis of the price levels 
without the intervention of an elaborate administrative machinery 
operating on small units over long periods at disproportionate cost. 
(Paragraph 16) 

89. It is obvious that full, or even nearly full, adjustment to take 
account of changes in prices will not be justified. Some degree of 
normal fluctuation is always to be expected and moderate fluctua¬ 
tions need not be allowed for. Even when appreciable variations 
take place, it would not be right to raise or reduce the demand pro¬ 
portionately, for the significant factor in determination of the inci¬ 
dence of the land revenue demand is the change in the net income 
or net produce or profit of the cultivator and not the value of his 
gross produce. (Paragraph 17) 

90. A practical method of allowing for changes in costs of produc¬ 
tion, which would normally occur in the same • direction as changes 
in prices, would be to make adjustments only up to a moderate pro¬ 
portion of the price changes. This would be particularly suitable 
during a phase of rising prices. (Paragraph 17) 

91. Normally, it would suffice if prices of the main foodgrain 
cereal of a region were taken as the basis for measurement of price 
changes. In certain regions, however, the production of a commer¬ 
cial crop may predominate, in which case the principal crop of the 
region may be taken for the purpose. Where there are commercial 
crops and foodcrops, it may be necessary to have a composite index. 
(Paragraph 19) 

92. It should be possible to relate the index to the whole area of 
the State or, where that area happens to be too large, to each of a 
very few regions into which the State may be divided. (Paragraph 

19 ) 

93. For the first revision of the standardised assessment, the base 
would be the period of years to the prices of which the standardised 
assessment is assumed to be related. (Paragraph 20) 

94. It is suggested that the base should be regarded as a period 
of not less than ten years and not more than twenty years imme¬ 
diately preceding the standardisation. (Paragraph 20) 

95. The current period for the first revision would of course be the 
ten years intervening the standardisation and its revision. For' all 
subsequent revisions, the position is quite simple. For any revision 
which is about to take place, the ten years immediately preceding 
would be the current period, while the ten years preceding the pre¬ 
vious revision would be the base. (Paragraph 20) 
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96. A change in prices by 25 per cent, in either direction should 
not call for any adjustment in the land revenue demand. If prices 
rise by more than 25 per cent., it is suggested that increases in land 
revenue should be effected for a minimum of 3 1/8 per cent, (one-half 
anna in the rupee) to a maximum of 12£ per cent, (two annas in the 
rupee). If prices decline, reductions in land revenue should be 
effected from a minimum of 6| per cent, (one anna in the rupee) to 
a maximum of 25 per cent, (four annas in the rupee). (Paragraph 21) 

97. There are certain residual features of resettlement, how¬ 
ever, which will need to continue, such as, for example, when dry 
land is converted into irrigated land, irrigated land becomes dry land 
or land has either deteriorated or become uncultivable through 
natural causes. The administrative machinery will have to continue 
to deal with such contingencies. (Paragraph 22) 

98. Surcharges on land revenue, as standardised and from time to 
time revised, should be wholly left for local bodies to levy and for 
local bodies to utilise. (Paragraph 23) 

From land revenue, whether at the present levels or after 
standardisation and further revision, an amount of not less than 
fifteen per cent, should be apportioned to the local bodies (village 
panchayats etc.) concerned, the allocation being out of the revenue 
collected in the area of the particular local body. (Paragraph 23) 

99. If, at standardisation or subsequent revision, an appreciable 
increase in land revenue results from the operation, as much as 
possible of the additional revenue should be passed on to the local 
bodies or be utilised for the execution of local works etc. One way 
of doing this would be to increase the percentage of the land revenue 
allotted to local bodies. (Paragraph 23) 

100. The suggestion for complete transfer of land revenue to the 
local authorities does not have any special merits. (Paragraph 25) 

101. With the adoption of the scheme for standardisation of assess¬ 
ment, the States where the problem of initial settlement does not 
arise, should be able to spare their trained staff to the States where 
such settlement operations are necessary but the trained staff is lack¬ 
ing. It is emphasised that a concerted effort of this kind, based on 
the co-operation of the better placed States with those not so well- 
placed in regard to the availability of trained personnel, is of extreme 
importance for the early completion of the essential tasks of survey, 
classification and initial settlement in those areas in which these 
have not yet been undertaken. (Paragraph 26) 

102. It is not considered necessary to recommend any particular 
basis for determining the land revenue at the initial settlement. It 
Is considered to be best that every State which has to undertake the 
initial settlement should, unless there are good reasons to the 
contrary, adopt the basis that is in operation in the adjoining State 
or area. This would tend to make the assessments of land revenue 
more uniform in contiguous tracts and to some extent reduce the 
disparities that would otherwise arise from the adoption of widely 
differing bases of assessment. (Paragraph 27) 

103. The scheme of standardisation of assessments on a State-wide 
basis cannot be implemented by States which have recently adopted 
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legislation for the abolition of intermediaries and are realising as 
land revenue the rents previously paid by tenants to the landlords, 
unless certain modifications are made in their present systems of 
land revenue. Before such States adopt the scheme, it will be neces¬ 
sary to separate the element of assessment from the rest of the total 
revenue now collected. Such separation would be merely notional. 
(Paragraph 28) 

104. The method of collecting land revenue in kind through co¬ 
operative societies should be workable, provided efficient co-operative 
societies are in fact available. (Paragraph 30) 

105. The present administrative machinery for the collection of 
land revenue has been evolved through years of experience, trial and 
error, and has on the whole been an efficient instrument of adminis¬ 
tration. (Paragraph 31) 

Revenue Boards are useful and should normally continue. Their 
abolition will in any case necessitate the establishment of Revenue 
and other Tribunals for appellate work, as has been done in Bombay, 
for example. (Paragraph 31) 

106. The experiment of replacing village officials by Government 
servants has been tried in certain States; but in some of them, instead 
of leading to greater efficiency, it has resulted in slackness in 
revenue collections. (Paragraph 32) 

107. There is merit in the suggestion that the collection of land 
revenue should be entrusted to the village panchayats on a commis¬ 
sion basis. This may be done whenever it is feasible; but it will be 
practicable in only a limited number of instances. (Paragraph 34) 

Hereditary village officers should be replaced by stipendiary 
village officers selected from among persons holding lands in the 
respective villages on the basis of their status and education. 
(Paragraph 34) 


Chapter VI.— Assessment'of Non-agricultural Lands 

108. In many States, adequate attention has not been given to the 
taxation of unearned incomes derived from lands put to non-agricul¬ 
tural uses. The increase in value of non-agricultural lands is gene¬ 
rally not due to any expenditure or effort on the part of the owner, 
but either to the growth of population, extension of towns and rail¬ 
ways or to provision of similar other facilities. We recommend, 
therefore, that a regular system of non-agricultural assessment 
should be introduced in all State?. (Paragraph 11) 

109. The non-agricultural uses are mainly either for construction 
of buildings or factories. At present, there is no uniformity in the 
basis and rates of assessment. The levy of the non-agricultural 
assessment will have to differ according to the use to which the land 
is put. Such assessment will have to be related to the market value 
of the property and, where this is not feasible, to its annual value. 
(Paragraph 11) 

110. There is at present no uniformity in the term of settlement. 
As market values of land fluctuate from time to time, it is advisable 
to fix non-agricultural assessment for a fairly reasonable period— 
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neither too short nor too long. Statutory provision should, therefore, 
be made for periodical revision of these rates. (Paragraph 11) 

111. In several States, owing to customary usages and practices, 
the building sites in village abadis (demarcated areas) are exempt 
wholly or partially from payment of assessment. The present 
exemption of such sites from payment of assessment may continue 
as heretofore with a view, firstly, to develop them and, secondly, 
to enable the village panchayats to realise some revenue from such 
sites. (Paragraph 11) 

112. In old towns and cities, there are certain areas held wholly 
or partially free from agricultural or non-agricultural assessment on 
historical or contractual grounds. Recently, State Governments 
have resumed several alienations of land (and cash) in pursuance of 
a general policy for abolition of the alienations of revenue. As a 
rule, it would be desirable to withdraw concessions of land revenue 
in such cases also; but each case of resumption should be considered 
on its merits. (Paragraph 11) 

113. It is not necessary to allow some concessions in the case of 
revision of ground-rents in localities used for residential purposes 
for lower income-groups. (Paragraph 11) 

114. The system of levying penalties in lieu of or in addition to 
non-agricultural assessment should be discouraged and replaced by a 
regular tax on non-agricultural lands. (Paragraph 11). 

115. As in the case of the assessment of agricultural lands there 
should be provision for suspension and remission of non-agricultural 
assessment when buildings are affected by fire, floods, storm, etc 
and become uninhabitable. (Paragraph 11) 

116. In some States, a part of the receipts from the non-agricul¬ 
tural assessment is handed over to the local authorities. It is desir- 
able that municipalities should benefit financially from the receipts 
realised as a result of increment in the value of sites in the urban 
areas. A part of the receipts from such assessment should be given 
as grants to local bodies within whose areas they are collected 
(Paragraph 11) 


Chapter VII.— Irrigation and Betterment Charges 


I. Water Rates 

117. The conventional distinction between productive and protec¬ 
tive schemes has largely disappeared in recent years and there is 
reason to believe that public outlay on irrigation -will hereafter be 
.determined on the basis of total benefits created rather than on 
immediate cash returns As a general principle, the future systems 
of water charges should be such as to promote economy in the use of 
ca j 3 1 water and create conditions which will make the maintenance 
(Paragraph 12)" 4 ° f irrigation schemes possible on a larger scale. 

118. While it is difficult to make a general statement regarding the 
nature of the water rate as it combines within itself both the tax and 



537 

service elements in different areas, its assessment may be regulated 
according to three different principles: — 

(i) no loss and no profit; 

(ii) no profit and some loss; and 

(iii) some profit and no loss. 

While exceptional cases could be provided for, water rates must 
ordinarily cover the maintenance charges and schemes other than 
in scarcity areas should not involve loss to general revenue. At pre¬ 
sent, in most States, the rates are fixed with reference to mainte¬ 
nance costs. While this system works well generally, it is open to 
the risk of loss in certain areas where the demand for canal water 
varies considerably from year to year. On this ground alone, a com¬ 
pulsory charge is justified, provided it carries with it an assurance 
that water will be supplied when required by the cultivator. The 
principle, however, cannot be justifiably extended to cover all the 
charges on irrigated land (maintenance, debt charges and other over¬ 
heads) as these will prove burdensome to cultivators. The com¬ 
pulsory fee, therefore, will have to be related mainly to maintenance 
costs. Similar considerations would apply to minor works the 
maintenance of which is attended to regularly. (Paragraphs 14-— 

17) tgg&ijp 

119. Besides the compulsory fees or cess, the water rate that is 
voluntarily payable on supply of irrigation water should be so fixed 
as to cover the debt charges and overhead expenses on a project. 
Subject to this basic principle, different considerations such as quan¬ 
tity of water, value of crops, ability to pay, etc., enter into the deter¬ 
mination of water rates. It is obvious, that while fixing rates for 
supply of water for irrigation, no single basis which would meet the 
different conditions and requirements of the various States can be 
devised. (Paragraphs 18-19) 

120. Normally, the scope for the State earning profits on irrigation 
schemes is very limited and confined to a few old schemes, as in 
most of the recent projects the costs of maintenance are so great 
that no margin is left for earning profits from water rates. An allied 
question is the period for which water rates should remain in force. 
Water rates fixed on a long-term basis do nr>t take account of varia¬ 
tion in prices. The rates should be reviewed (and revised when 
necessary) at not too long intervals. (Paragraphs 20-21) 

121. Any meticulous equalisation of rates between different sources 
of water supply is not practicable. There is, however, scope for 
minimizing the present differences in rates within the same class 
of supply. (Paragraph 22) 

122. ‘Concessional’ or ‘incentive’ rates would be necessary in the 
initial stages of development and in certain areas. Such concessions, 
however, would apply only to the supply rate or the voluntary 
water rate and not to compulsory cess which is intended to cover 
minimum maintenance costs. Where such concessions are provided, 
it would be necessary to keep a strict watch and to undertaxe perio¬ 
dic enquiries into their effects so that normal charges are restored as 
soon as cultivators start realising benefits. (Paragraph 23) 
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123. The question of transferring minor schemes to local organisa¬ 
tions might work well in the case of smaller schemes like wells and 
tanks, but would be difficult in the case of more important schemes, 
the maintenance of which should be the responsibility of State 
departments. Village panchayats, however, may be utilised for 
collection of rates and cesses and for proper distribution of water. 
(Paragraph 24) 


II. Betterment Levy 

124. The quantum of the levy may be fixed at a maximum of 50 per 
cent, of the increase in value of land due to irrigation, although the 
actual rates may be fixed at a level that will continue to afford an 
adequate incentive for irrigated farming. (Paragraph 30) 

125. The maximum limit naturally applies to increase in capital 
or capitalised value of land and not to the annual increment. The 
recovery of the levy again, should not impose a heavy burden by way 
of large instalments. Its recovery should, therefore, be spread over 
a reasonably long period. (Paragraph 31) 

126. No provision for adjustment to price changes would seem to 
exist in various State enactments, although, at times, as in the case 
of Andhra, very wide powers to grant exemption are provided. It 
would be advisable for all States to provide specific relief in times 
of a steep fall in prices. This may take the form of postponement of 
instalments. Where, however, the fall is not merely steep but con¬ 
tinuous, outright remissions may have to be granted. In the event 
of a sustained and substantial rise in price, there is need for upward 
revision. (Paragraph 32) 

127. The tax cannot be imposed on certain types of minor works 
like wells, tanks, etc., especially where the cost is recovered through 
cash and labour contributions. But tube-wells and some of the 
larger schemes in this class provide substantial benefits, while at the 
same time Government incur considerable expenditure. There is 
hence justification for an additional levy. Even here, an appropriate 
method of recovery is to make a small increase in the water rate. 
(Paragraph 33) 
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Chapter II.— Approach to Local Finance and Taxation: General 

Recommendations 

128. In our view, a cautious policy would be preferable to one bas¬ 
ed on undue optimism as to the ability of village panchayats to dis¬ 
charge the variety of functions usually provided for in the law which 
constitute them. Special caution is called for in entrusting to them 
the promotion of the productive, distributive and other essentially 
socio-economic activities of the rural areas; these are functions 
more appropriately discharged by co-operative societies and should, 
therefore, as a rule, be excluded from the purview of village pan¬ 
chayats. We also consider it very necessary that instead of the 
multifarious functions which now figure in the enactments, a few 
well chosen and clearly defined duties should be assigned to the 
panchayats and that these should be co-ordinated with similar func¬ 
tions assigned to district local boards or other rural boards. In res¬ 
pect of items such as village schools, village communications, village 
sanitation and water supply, minor irrigation works, etc., we believe 
there is very considerable scope for associating panchayats more 
effectively with the local plans of development. (Paragraph 5) 

129. It is very doubtful whether district local boards can any 
longer continue in their existing form. Several questions arise in 
this connection. Should district local boards be converted into 
bodies elected by the panchayats themselves when the latter are 
sufficiently widespread? Alternatively, should they be abolished and 
replaced by smaller bodies with more restricted territorial jurisdic¬ 
tion? In the latter case what should be the size and constitution of 
the smaller bodies? These are matters to be decided by the State 
Government in the light of the differing circumstances of different 
States. Whatever shape, in different States, the successor bodies 
may take, their functions, finances and tax powers should be co¬ 
ordinated with those of the village panchayats, and the latter treat¬ 
ed as the more basic type of organisation whose growth and efficiency 
it will be one of the functions of the intermediate body to safeguard. 
The area of this unit should not be so small as to militate against 
efficiency and economy. State Governments should ensure that the 
intermediate unit is not only given adequate powers of taxation but, 
where necessary, is adequately financed from the resources of the 
State. (Paragraph 6) 

130. A sound system of local finance should, as a rule, rest on 
a sound foundation of local taxation. (Paragraph 8) 

131. It will be helpful to the development of village panchayats, 
if it is ensured that a panchayat need not, as soon as established, 
resort to taxation. During the period of initial growth, a substantial 
part of the finances required by each new panchayat should be placed 
at its disposal by the State Government. (Paragraph 9) 

539 
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132. There is a feeling among local bodies that, because all the 
relevant taxes are in the State List, no ‘local’ tax is safe from a paral¬ 
lel tax levied by the State Government for the benefit of State 
revenues as distinguished from local revenues; it is a feeling which 
needs to be effectively allayed if a proper atmosphere is to be created 
for the efficient functioning of local self-government and if proper 
leadership is to be attracted to the institutions of local self-govern¬ 
ment. It is, therefore, both desirable and necessary that certain 
taxes should in effect be reserved for being utilised solely by or for 
local bodies. (Paragraph 11) 

133. We do not consider that an amendment of the Constitution is 
necessary to ensure the reservation of certain taxes exclusively for 
meal bodies. We recommend however that the taxes indicated here¬ 
inafter should be allowed to be developed only by the local bodies 
or for them. Where the State Governments are at present utilising 
any of these taxes for the purposes of the State revenues, they should 
gradually withdraw from the field and meanwhile allot the proceeds 
from the taxes to local bodies. (Paragraph 12) 

134. The taxes we recommend for exclusive utilisation by or for 
local bodies are: — 

(1) Taxes on lands and buildings; 

(2) Taxes on the entry of goods into the area of a local autho¬ 
rity for consumption, use or sale therein, popularly known 
as octroi; 

(3) Taxes on vehicles other than those mechanically propelled; 

(4) Taxes on animals, and boats; 

(5) Taxes on professions, trades, callings and employments; 
and 

(6) Taxes on advertisements other than advertisements, pub¬ 
lished in the newspapers. (Paragraph 13) 

135. In addition to the six taxes specified above, we consider two 
other taxes, viz., the theatre or show tax and the duty on transfer 
of property (levied along with the stamp duty collected by the Gov¬ 
ernment) as suitable for utilisation by local bodies and we recom¬ 
mend that the State Governments should permit local bodies to levy 
these two taxes. (Paragraph 15) 

136. We also recommend that two other taxes, viz., (i) taxes on 
goods and passengers carried by road or inland waterways, and (ii) 
tolls, should be permitted to be levied by local bodies. The first may 
be imposed as a complementary levy by those local bodies for whose 
benefit the terminal taxes on goods or passengers carried by rail¬ 
way, sea, or air are levied by the Union Government. The second 
may be levied in respect of new bridges on which expenditure has 
been incurred by the local body. (Paragraph 15) 

137. The above recommendations should not be construed as 
precluding the transfer of-ether taxes to any local body, wherever 
appropriate, if the- State •Goygrnmpntsr,consider such a course desir¬ 
able. (Paragraph Ifi) 

138. Local bodies Of Oven trte same category differ greatly in indi¬ 
vidual efficiency; there are even wider differences between different 



categories. These differences should be taken into account in relating 
the suitability of particular taxes to the capacity of particular local 
bodies. (Paragraph 16) 


139. For ensuring the evolution of a proper system in each State, 
the following considerations are commended to the notice of the 
State Gayernments: — 

(i ) It is as essential to ensure the devolution of suitable taxes 
to local bodies as to avoid the transference of unsuitable 
ones. 


(ii) The devolution should be sufficiently prompt, flexible and 
diversified. Where a general sanction would be sufficient, 
the obtaining of sanction in each individual case should 
not be insisted upon. 

(iii) Devolution should take sufficient notice of the different 
degrees to which different powers could be devolved on 
different categories of local bodies. 

(iv) Overlapping and un-eoordinated tax jurisdiction should be 
avoided. (Paragraph 16) 


140. We are of the view that, normally, grants-in-aid should be 
preferred to assignments of shares of taxes as a method of financing 
local bodies. The proceeds from motor vehicle tax and land revenue 
should, however, be shared. Not less than one-fourth of the nro 
ceeds from the motor vehicle tax should be distributed to the local 
bodies, especially municipalities and district boards. Likewise not 
less than fifteen per cent, of land revenue should be distributed to tho 
village panchayats and rural boards. (Paragraph 18) 

141 Potentially, the. income from public undertakings of a com 
mercial nature is a significant item of municipal revenue 
though actually only a few municipal corporations and muni’ 
cipalities have developed such activities. In certain states 
there has been an actual curtailment of the available sphere We 
are of the view that every encouragement should be given to muni 
cipalities and other local bodies to develop and expand their non tax 
sources of revenue; these need not be limited to the more orthodox 
items such as licence fees, market charges, etc., but should.extend to 
public utilities. State Governments should not, except hs a l 3 «t 
resort and for compelling reasons, take over such services from the 
municipalities concerned. (Paragraph 20) 


142. We recommend the adoption by each State Government of a 
system of grants-in-aid based on the following principles: — 

(1) There should be a basic ‘general purposes’ grant for each 
ratipns° dy her than the bigger mu hieipalities and corpo- 

(2) the local bodies eligible for such grant within each categorv 
(municipality, local .board, panchayat, etc.) should be 
classified into a few simple divisions based on population 
area, resources, efc and the grant itself related to these 

locai r bod S ie? e11 33 *° th ® Size 0f the normal budget of the 

(3) the basic grant should be such that, after taking into 
account its own resources, the local body will have fairly 
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adequate finance for discharging its obligatory and execu¬ 
tive functions; 

(4) the basic grant should be assured over a reasonable period 
of years—say three or five and, save for exceptional 
reasons, should not be subject to alterations from year to 
year within that period; and 

(5) there should in addition be specific grants (annual and 
other) which, as at present, will be for particular items and 
services. These should be conditional on (a) the parti¬ 
cular service being maintained at a prescribed level of 
efficiency and (b) the local body exploiting its own re¬ 
sources to the extent indicated by Government from time 
to time. (Paragraph 21) 

143. Contribution in terms of manual labour should be held to 
justify a Government grant-in-aid as much as contributions in cash 
from a panchayat. In no case, however, should manual labour be 
demanded or accepted in lieu of payment of tax; a “labour tax” 
should be ruled out altogether as a possible feature of local or other 
taxation. (Paragraph 22) 

144. Among the more pressing needs of municipalities is that of 
capital funds for undertaking long-deferred projects of water supply, 
drainage, slum clearance, etc. But the scope for municipalities and 
even the newly established municipal corporations to raise loans on 
their own credit is limited. The assistance of State Governments is 
essential. We recommend a much more general adoption of a system 
of Government guarantee of municipal loans. In addition to loans, 
the smaller municipalities and even some of the bigger ones may 
have to be granted subsidies. We assume that adequate funds for 
this purpose will be provided in the next Five Year Plan. (Para¬ 
graph 23) 

145. Besides the six taxes recommended for reservation for local 
bodies, the theatre or show tax and the duty on transfer of property 
are suitable for levy by municipalities and municipal corporations. 
The Acts governing these bodies should contain provisions which 
ensure, and not merely enable, the levy of all these taxes. (Para¬ 
graph 24) 

146. For making available additional revenues, different methods 
have to be followed in respect of different categories of local bodies. 

(1) Municipal corporations and bigger municipalities—addi¬ 
tional tax powers should be transferred. 

(2) Smaller municipalities should be given additional grants. 
(Paragraph 24) 

147. We consider the land cess and the duty on transfer of property 
to be the only taxes suitable for rural boards. Any additional finance 
required by them should be given by way of grants-in-aid. (Para¬ 
graph 25) 

148. In respect of village panchayats, the general property tax, 
service taxes, land cess and the duty on transfer of property are the 
main taxes suitable. In addition, the power to levy the tax on 
vehicles, the profession tax and the theatre or show tax may be given 
to individual panchayats found suitable for the purpose by the State 
Governments. (Paragraph 26) 
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149. One of the greatest drawbacks of local bodies has been their 
inefficiency in tax administration. To remedy the situation, we 
recommend, firstly, that all municipalities should have chief execu¬ 
tive officers in whom the executive powers and administrative 
responsibility should vest by statutory provision, and, secondly, that 
the chief executive officers should be selected and appointed by 
Government or by an independent statutory board. (Paragraph 27) 

150. There is a danger of lack of co-ordination arising from the 
centralisation of cadres. Dispersal of responsibility will ultimately 
strike at the efficiency of municipal administration. We recommend 
that even when State cadres are created, the executive responsibility 
should vest in the chief executive officer of the municipality and the 
entire staff should be under his control. (Paragraph 30) 

151. The staff recruited should not merely be well-trained but 
adequately paid. The State Government should, where necessary 
meet a part of the establishment costs. (Paragraph 30) 

152. A State-wide valuation department should be created for 
valuing the properties in municipal areas. (Paragraph 31) 

153. State Governments have a positive role to play in ensuring 
the proper functioning of local bodies, especially those in the rural 
areas. The goal of State effort as well as the purpose of State control 
should be the development of local self-governing institutions into 
efficient instruments of administration, capable alike of formulating 
policies and of executing them. (Paragraph 32) 


Chapter III.— Local Taxes 
Property Tax and Service Taxes 

The fixation of the rental value of residential and rented out 
buildings, which form the bulk of the buildings in towni 
and cities, is simpler than the determination of their capital value. 
Further, capital values of properties fluctuate to a more significant 
extent than rental values. The levy of the tax on the basis of actual 
or reasonable rent is a levy on the actual or potential income from 
the property and to that extent is a more equitable method of taxa¬ 
tion than one based on capital value. 

154. We recommend that the annual value, based on the rent at 
which properties may reasonably be expected to be let, should be the 
normal basis for the levy of property tax, subject to the basis of 
capital value being adopted in special cases. Panchayats, however 
may normally levy the house tax on the basis of the capital value 
of the houses; in villages this is easier to determine than rental value 
on account of the fact that most of the houses are owner-occunied 
(Paragraph 10) 

155. The right to assess on a “reasonable rent” is a valuable safe¬ 
guard against collusive fixation of actual rents at a lower level. There 
should, therefore, be no change in the present legal provisions and 
general practice. (Paragraph 5) 

156. Where the rent of buildings has been fixed under a rent 
control law, the controlled rent should be assumed to be the ‘reason- 
able’ rent. (Paragraph 6) 
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157. Vacant lands in urban areas which are not appurtenant to 
buildings and which are not used for agricultural purposes should be 
assessed to property tax adequately. Either a percentage of the 
capital value of such lands may be taken as their annual rental value 
or the tax may be levied at a percentage of their capital value. 
(Paragraph 10) 

158. The system of levy of property tax at concessional ratr-von 
costly buildings prevalent in Assam, Bihar, Orissa and West Bengal 
should be abolished. (Paragraph 13) 

159. A theoretical pursuit of progression will imply a greater 
burden on those whose main form of possession or source of income 
is immovable property as distinguished from other types of posses¬ 
sions or investments. Exemptions and lower rates (on the lower 
slabs) will, for the smaller municipalities, imply a loss of revenue 
which it will be impracticable to make up by higher rates on the 
relatively few bigger properties. Normally, therefore, progression 
cannot be suitably introduced as a feature of property tax levied by 
local bodies. However, an element of progression in rates may be 
adopted by municipal corporations and the bigger municipalities, 
subject to certain conditions. (Paragraph 14) 

160. Properties used for religious, charitable and educational pur¬ 
poses may continue to be exempted from property tax, but the princi¬ 
ples of such exemption should be specified in the relevant enactments 
and not regulated by executive orders. The lists of properties 
exempted from the tax should be scrutinised from time to time and 
the lists should be open for public inspection. (Paragraph 15) 

161. Very low rental values may be exempted from property tax, 
provided the owners concerned do not own any other buildings or 
lands assessed to the tax and are not liable to pay profession tax or 
income-tax. (Paragraph 16) 

162. No concession need be granted in the assessment to property 
tax of owner-occupied properties. (Paragraph 17) 

163. Remission of property tax need not be given in respect of 
.vacant buildings where the period of vacancy is less than 90 consecu¬ 
tive days in a year; the remission, when allowed, should be limited 
to a maximum of one-half of the tax due. (Paragraph 18) 

164i All.. Port Trust properties may be assessed to municipal pro¬ 
perty taxes at a percentage of the gross earnings of the Port Trusts 
as'ih Madras, since that is a simple and easy.method to operate. The 
‘basic percentage for assessment may be four but provision should be 
imade for increasing or decreasing it by a quartet per cent, for every 
per cent, of general increase or reduction effected in respect of 
properties belonging to other assessees. (Paragraph 19) 

165. In the case of Railway properties and other properties of the 
Central Government used for commercial or semi-commercial or 
industrial purposes, e.g., Posts and Telegraphs, the Central Govern¬ 
ment should pay to local bodies contributions equal to the amounts 
which would have been paid, had the general and service taxes been 1 
levied in full. Necessary legislation should be passed by Parliament 
to authorise such payments. 
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In respect of other properties of the Central Government, the 
principles recently adopted by the Central Government for making 
payments in respect of “service charges” with effect from the 1st 
April 1954 may be followed, but the principles should be liberally 
interpreted and applied. (Paragraph 26) 

166. In all States, service taxes should be collected even in respect 
of Properties exempted from the general property tax. (Paragraph 
28) 

167. Where a separate tax is levied in respect of a service, the 
receipts should normally be such as to cover a substantial part of 
the expenses, if not the entire cost. But there is no need to lay down 
any hard and fast rule. (Paragraph 28) 

168. The tax on lands and buildings should effectively take its 
place as the main source of income of municipalities in all the States. 
As far as practicable, it should be levied by all local bodies. For 
this purpose, the levy of this tax should be statutorily compulsory in 
all municipalities at a minimum rate of say not less than three to six 
per cent, of the annual value. The State Government may also 
prescribe maximum rates for the tax so that the municipalities may 
be free to determine the rate from time to time subject to the maxi¬ 
mum, without the necessity of obtaining specific sanction for every 
change in the rate of the tax. For the same reason, State Govern¬ 
ments may take statutory powers to compel municipalities to levy the 
property tax at adequate rates. (Paragraphs 29-30) 

169. Property tax should be recognised as pertaining to the local 
sphere of revenue; it should be developed for, and as far as possible 
by local authorities. The Governments of Bombay and Punjab 
should, therefore, reduce their rate of tax as and when and to the 
extent that the municipal bodies concerned increase the rate of their 
tax (or as the case may be—in Punjab—levy it for the first time). 
The process may be spread over five years, but at the end of that 
period, the Governments should cease to levy the urban immovable 
property tax for State purposes. Meanwhile, they should induce or 
compel the municipalities concerned to raise the rate of their property 
tax correspondingly. (Paragraph 32) 

170. In Punjab, till the State Government gives up the urban 
immovable property tax, there should be co-ordination in the assess¬ 
ment, etc., of the State and municipal taxes on properties. (Para¬ 
graph 34) 

171. As property forms the base for more than one tax, there is 
need for co-ordination between the various taxes levied by different 
authorities. 

172. For purposes of levy of income-tax on properties in munici¬ 
palities, the Income-tax Department should almost invariably accept 
the valuation of buildings by independent State-wide agencies, the 
establishment of which has been recommended in Chapter II. 
(Paragraph 33) 

173. To ensure that no undue burden, in the aggregate, is placed 
on the property owner, adjustments are necessary in concessions and 
deductions given in computing income from property assessable to 
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tecome-tax. The deduction on account of part of municipal property 
tax representing charges for municipal services enjoyed by the 
tenant, is now limited to half the total annual municipal tax subject 
to a maximum of 12J per cent, of the annual value. The ‘maximum* 
limit should be dropped. (Paragraph 35) 

174. Betterment taxes and contributions .— Effective aid from The 
State Government should be given to the smaller municipalities for 
putting through improvement schemes as well as for formulating and 
imposing betterment levies in connection with such schemes. (Para¬ 
graph 42) 

175. Betterment levies in connection with town improvement or 
town planning schemes, while designed to recover not less than the 
cost of the project, should also aim at recovering 50 per cent, of the 
actual increase in value subsequent to the scheme. The provisions 
of the relevant Acts should be so amended as not to make the levy 
contestable in law on the ground that the increase in value may in 
part be due to reaspns unconnected with the project. 

176. Taxes on transfer of immovable property .— For local bodies 
generally and for urban bodies in particular, the duty on transfers of 
immovable property is a suitable item of taxation. The levy of the 
duty at a minimum rate of two per cent, of the capital value of the 
properties by all municipalities and municipal corporations should 
be made compulsory. The levy may be optional for village pancha- 
yats, district boards, notified area committees, etc. (Paragraph 48) 

177. Land Cess .— The levy of land cess at the present low rates 
should be replaced by more appreciable surcharges on land revenue- 
Such surcharges should be the exclusive province of local bodies and 
should not, except during a short period of transition, be any longer 
levied by State Governments. (Paragraph 55) 

178. The levy of a single consolidated land cess is recommended. 
Earmarked cesses are justifiable only when the earmarking has the 
effect of reducing resistance to an intended increase in the total cess. 
(Paragraph 56) 

179. The rate of land cess in several States is low. A minimum 
rate of three annas on every rupee of land revenue is recommended- 
(Paragraph 57) 

180. The agency which collects land revenue should also collect 
land cess, as is already done in most States. (Paragraph 58) 

Chapter IV.— Other Local Taxes 
Octroi and Terminal Taxes 

181. ‘Terminal taxes on goods carried by rail, sea or air’ should 
remain in the Union List, as the Union Government should have 
an effective voice in determining whether, in any individual case, 
the municipality is an area in which a terminal tax on goods, carried 
by railway, etc., can suitably be levied, an important criterion of 
suitability being the existence of features which make it possible to 
impose and enforce, under the entry in the State List, a parallel levy 
on goods transported by road. The Union Government should con¬ 
sider favourably the levy of a terrr^nal tax on goods carried by rail. 
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sea or air in all municipal areas in which it can suitably be levied. 
They should adopt a responsive attitude in this matter and m smtable 
cases readily co-operate with the local authorities. (Paragraph y) 

182. Octroi is unsatisfactory, its elimination from the tax system 
of local bodies should undoubtedly be aimed at; but this is inevitably 
a lone-term aim. It is impossible to conceive in the immediate future 
of alternative sources of local taxation which will give Rs. 11 
crores odd of revenue which octroi today provides. Hence, attention 
should be confined to eliminating the more palpable evils of the 
octroi system. (Paragraph 10) 

185 Octroi should be so designed as to curtail to a minimum, if 
not eliminate altogether, the occasions for refund, as some of the 
features connected with refund constitute one of the chief drawbacks 
of octroi. With necessary modifications incorporated, the Punjab 
system of ‘Octroi without refunds’ provides the basis for a workable 
solution. (Paragraph 11) 

184. The following reforms should also be introduced in the system 
of levy of octroi: — 

(1) Octroi should ordinarily be levied on the basis of weight 
and not ad valorem, since the latter adds to delay and 
harassment. 

(2) A model schedule should be prescribed by State Govern¬ 
ments in all the States. This schedule should omit articles 
which involve undue harassment to small vendors ( e.g of 
vegetables, milk, etc.). 

(3) The collection of octroi should not, as it is at present in 
many municipalities, be virtually left in the hands of 
subordinate staff, but should be supervised frequently and 
effectively by the higher executives with a view to check¬ 
ing corruption and preventing harassment. 

(4) Increases in existing rates of octroi on articles of food 
should nbt, save in the most exceptional circumstances, be 
permitted by State Governments. 

(5) The introduction of terminal tax or switch over from 
octroi to terminal tax may be permitted in suitable cases 
in co-ordination with the Railway Board. (Paragraph 11) 

185. The levy of a pilgrim tax on passengers by rail may be extend¬ 
ed to all important places of pilgrimage. The Railway Board may 
take suitable measures for this purpose. At the same time, a parallel 
tax should be levied by the State Governments on passengers mak¬ 
ing use of road transport. (Paragraph 14) 

186. A co-ordinated terminal tax at a low rate on long distance 
passengers—the limit may be, say 150 miles—by all forms of trans¬ 
port may be levied in cities with a population of over five lakhs. 
(Paragraph 15) 

187. ' Tax on professions, etc .—As profession tax is to be regarded 
as a source of revenue belonging to local bodies, the Governments of 
Assam and Madhya Pradesh should either transfer the levy of the 
tax to tiie local bodies or, for suchiime as they continue to collect it 
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themselves, hand over the proceeds to the local bodies concerned. 
(Paragraph 23) 

188. The relevant enactments should in all States be suitably- 
amended so as to permit of the adequate utilisation of this tax hy 
local bodies. (Paragraph 23) 

189. District Boards need not be permitted to levy the profession 
tax. For panchayats, the levy should ordinarily be optional, in. 
the case of municipal corporations and municipalities, the levy of > die 
tax at suitable minimum rates should be compulsory. (Paragraph 

190. The maximum limit for profession tax per person per ajn.i.um 
should be increased from Rs. 250 to Rs. 500. Article 276 of the 
Constitution should be amended accordingly. (Paragraph 25) 

191. Profession tax should be assessed on the basis of income, the 
assessees being divided into a few classes on the basis of income, 
and the maximum tax payable by each class being fixed on a pro¬ 
gressive scale by the State Governments. 

Income from professions, trades, employments, pension and income 
from investments may be assessed to the tax. 

Agricultural income should continue to be exempt from profes¬ 
sion tax. 

In West Bengal, the scope of the tax should be widened so as to 
include employments. (Paragraph 26) 

192. Local bodies should not be empowered to call for the accounts 
of assessees. They should only call for a return of income from 
persons who appear to be liable to the tax. (Paragraph 27) 

193. In the case of a person or company transacting business sole¬ 
ly in a local area and producing before the local authority his in¬ 
come-tax assessment order for a year, the local body should fix the 
assessment to profession tax for that year on the basis of the income 
computed for determining income-tax. (Paragraph 27) 

194. The feasibility of assessment and collection of profession tax 
by the Income-tax Department may be examined by the municipal 
corporations of Calcutta and Bombay. 

If the Income-tax Department cannot take over the work of assess¬ 
ment and collection of profession tax, that Department should render 
every possible help to the municipal corporations concerned, by 
supplying to them lists of persons liable to income-tax. (Paragraph 
28) 


195. Tax on vehicles, animals, etc .—Taxes on vehicles, other than 
motor vehicles should be one of the taxes reserved for the benefit of 
local bodies. State Governments should not, save for exceptional 
reasons, levy this tax themselves and where they happen to levy it, 
as in Travancore-Cochin, the proceeds should be made over to the- 
local bodies. (Paragraph 32) 

As regards motor vehicles, (the recommendation is made in the 
chapter on the Motor Vehicles Tax) municipal corporations 
should levy, individually a separate ‘wheel’ tax; the municipalities 
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and district local boards should receive a share of the income from 
the State motor vehicles tax. (Paragraph 31). 

196. Theatre tax .—There is legitimate scope for the levy of both 
the entertainments tax on admissions and the theatre tax for each 
show or performance. Municipalities and municipal corporations in 
all States may be empowered to levy a theatre tax at a fiat rate for 
each show or performance. Municipal corporations should be em- 
fowered to classify the theatres into two or three categories and to 
fix different rates for each category. (Paragraph 35) 

197. Tolls .—With one reservation, the abolition of tolls is recom¬ 
mended, wherever that has not already been effected. The exception 
elates to new bridges costing over a sum of about Rs. five lakhs each, 
in such cases, tolls may be levied till the cost of construction is 
recouped. The loss of revenue which may be caused by the abolition 
of tolls may be made up by payments to local bodies from the pro¬ 
ceeds of the motor vehicles tax recommended in another chapter. 
The rates of the tax on motor vehicles may be revised suitably 
wherever necessary. (Paragraph 37) 

198. Tax on advertisements .—Municipal Corporations and the 
bigger municipalities may be empowered to levy the tax on advertise¬ 
ments other than advertisements published in newspapers. (Para¬ 
graph 40) 
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